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a crowd of educators 
ray Davis presented a 

new bud~et  plan Wednesday that softens cuts for 
public schools and slate programs by takiing five 
years lo pay off nearly 30 percent of the state's 

2 billion cash shortfall 

The Democratic governor wants to temporarily 
increase llie sales tax by half a percentage point lo 
repay nearly $1 1 billion in debt. More of the budget 
shortfall would be erased with higher taxes on 
~ i g a ~ e ~ e s ,  cars, high wage eariiers and nearly $19 
billion in cuts to everything from health care for the 
poor to trial court spending, 

Davis wariiod that lawmakers must pass a budget 
by the end of June or quickly jeopardize the state's 
ability to borrow money to pay its bills. The plan is 
designed to pressure a handful of GOP lawmake~s 
into voting to boost taxes and appeal lo liberal 
~ e m o c r a ~ s  who don't want to cut deeply into social 
or health programs. 

Alth~ugh Davis said he crafted his 20o3"2004 plan 
as a comprom!se, legislative reaction dlci not point 
to a quick budget solution 

Analysis Short-term 
fixes mean budaet woes 
will be back 

Governor calls his 
m e l a  cQmpromise 

Bav Area holds its 
&MJ 

Colleae leaders oleased 
with proposal 

Plan eases pain for 
- 

Taxes &fees kw 

Higher Ed: T I "  
m p s  expected for 
students 

K-12 Ed: Per-puoil 
spendina u@ 

Health Care: m e 2  
poor would lose 

I IS the worst of all worlds. It ~~x~~ more, Coveraae 
spends more and borrows more." said 
Assem~lyman John Campbell of Irvine, the GOPs 
budget point man in the lower house Gov,t Cities d 

- counties spared 

today." l 
i ,  ' TEACHING DENTAL ASST. 

~ v e n  ~ s e m ~ l y  Speaker Herb ~ e s s o n ,  D-Culver 
City, didn't suppori a by- product of the governor's 
plan -- creation of a $7.9 billion cash shortfall in the 

j u o p  School of 



fiscal year beginning July 1 I 2004. 

"It doesn't make sense to sign a document that 
au~oi~aticaily puts us in the hole next year. We 
need to soive tlie darn problem and do it now," said 
Wesson. "That's going to take cuts, courage and 
taxes," 

Senate GOP ieader Jim Brulte of Rancho 
~ u c a ~ e n g a  said the budget "doesn't make as 
much sense" as Davis would nave people believe. 

"He  borrows over $TO billion, raises taxes by $8 
biliion, and you stili have another deficit," Brulte 
said. 

Because California's constitution requires the 
budget lo be appraved by a two-thirds majority in 
the ~ . ~ ~ ~ s ~ a t ~ r 0 ,  a handful of minority Repubi~cans 
will have to go along with a final spending deal. 

Davis' debt financing proposal allows him to be 
more generous to cornmunity coiieges and public 
schools ~- instead of reducing state aid to schools 
by $2. 2 biirion, Davis now would cut them by $1.5 
biilion. ~ommunity colleges wauid see their cuts fall 
from $530 miliion to $230 million. 

"Make no mistake. my budget contains painful 
choices," Davis said in unveiling the proposal, which 
also features a higher tax rate for Californians 

0 or more and a 73-cent boost in 

Davis also said that before July 1 ,  the state's 
financial woes wili trigger an automatic increase in 
the anniial license fees paid on California's 29 
million vehicles. We said a 1998 law requires car 
taxes to increase in dire economic times. Some 

D e ~ a r ~ m e n ~  of Motor Vehicles to collect the higher 
fees and have piedged a court challenge. 

The fees, which are deductible an federal taxes. will 
increase by nearly 70 percent and pour $4 billion 
each year into state coffers. 

The governor's sharp change in strategy from 
solving the budget mess in one year to parceling 
some of the pain out over time is an attempt to get a 
budget approved by dune 30, the end of the fiscal 

ay it would be iliegai for Davis' 
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year. 

A late budget imperils California's ability to convince 
investrnent houses to let it roll over its debt and 
jeopardizes a complex series of cash-flow 
borrowings and repayments that take place in June 
and July. 

"We have to be on time," said Steve Peace, director 
of Ravis' ~ e ~ a r ~ m e n t  of Finance. "We do not have a 
choice to be late with this budget." 

Rot? ~urphy ,  the California bond coordinator for 
Moody's, said Davis' deficit rollover was not 
 unexpected^ but he cautioned that in addition to the 

0.7 billion debt is another $2 billion in interest and 
es on the bond. Murphy said that if the state plans 

to finance its deficit, it would be wise to repay the 
bonds with a new tax as Davis has suggested. 

"Without (a newj revenue stream, that is an 
additional expense the state will have to assume 
within the current revenue base, which is already 
inade~t i~ to  to meet current obligations," said 
Murphy. 

y contrast, ~opub l ican~ have proposed rolling 
over the debt, but they say deficit bonds can be 
repaid with existing taxes. 

Davis said his new $96 billion budget plan came 
after listening to criticism leveled by GOP and 
~ e m o c ~ ~ t i c  la~makers at the spending proposal he 
ai~nounced in January. 

The centerpiece of that plan was a transfer of more 

counties with program costs covered by increasing 
taxes bv a like a rn~un~.  

billion in state health and social programs to 

Davis now proooses t r a ~ s ~ e r r i n ~  $1 8 billion in 
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- 01131i2.003 - State's fiscal 
Law~akers have already shaved $7 billion off the 
State's budget shortfall, mainly through reductions to 

troubles worsun. 

public schools. 0111112003~ Davis s l i c e j ~  
.~ biliion in soartan iii&gt.~&. 

Pe2ce said lawmakers have already committed to 
another $7 billion in reductions that will be made in 

fl,,lfl,2003 incOme lax ior i,ch -~ 



the audget Both Davis and Peace said that lo avoid rises In Davis Pian 

the $8 billion hole, the Legislature has to woi k hard 
this ~ u ~ i m e r  to enact what the governor cails more related articles 

st winners in the new budget plan are 
cities, countles and public schools. 

Faced with legislative op~osition, Davis backed off 
on his proposal to cut state aid to local governments 
by $4 billion. 

The higher license fees will be used to continue the 
payments. 

onvinced Davis to cut school aid by 
less than the $2.2 billion he proposed 
ade the cuts iargely in programs 

ted the cuts weren't as 

rncr actually iistened to us, and the 
community worked together to propose 

painful, are not as painful as 
dered," Murai said 

Davis also abandoned a 10 percent cut n the 
popular ~rogram to reduce class sizes in 
k inder~a~en through third grade 

chaols are already complaining that the money the 
state pays to encourage smaller class size doesn't 
cover the costs of doing so 
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EXPENDrTUXES 
Genera: furid expenditures, agency, in billions of dollars: 

Health and haman services 
Higher education 
Yo:it.b and adulr. correct.ional 
Legislative, judi-ia!. and executive 
Generai~ government 
R e s o u r c e s  
State and coiisuner services 
Business, trarisport.atioii and hous ing  
snv :i. roi.mentai pro Lec t. ion 
Labor and workforce  development 
Technology, trade and coimerce 

- 

2002- 03  2003.-04 
$29.5 $29.1 

$9.1 $8.8 
$23.5 $2!..1. 

S.5.8 $ 5 . 7  
$ 2 . 5  $ 2 . 4  
$ 4 . 9  $1.2 
$1.1 $0.9 
$0.5 $ 0 . 4  
$ 0 . 2  $0.4 
$ 0 . 2  $ 0 . 1  
$0.2 $0.1 
$0.05 $0.02 

NG THE GAP 

The budget deficit i n  California :is estimated to be $38 billion. Gov. Gray 
aiavis is proposi-ng an array of taxes and loans to close the gap. 

Inccmie to f!~Li budget gap, in billions: 

$10.7 
Deficit bond f i n  ced with temporary half - -cent  sales tax i-ncrease beg-inning 

s: t8 .8  
C u t s  and savings 
$2.5 
Loans arid borrowing 
$ 2  . il 

o c r .  i 



- r.:md S h i f t s  
$1..9 
T r a n s f e r s  
$ L . ~7 
P r o g r a m s  shi . f ted  to local  goveriirnents and tunded by rais ing taxes on 

srdt.e’s wealthiest: residents 

Sources: O f f i c e  of  t h e  Governor, Associated Press 
i :hronicle  Graphic 
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~ i o n  to the   over nor's ~ u d ~ e t  seeks to protect education and 
ent services, while ~ u i l ~ i n ~  c o n ~ n s u ~  with the L e ~ ~ l a ~ r @ .  other c 

The Governor's ~ a n u a ~  budget proposai, as  describe^ by the Le 
lanced, and a d ~ ~ ~ e d  the Slate's s ~ r u c ~ r a l  deli 

~ ~ o p o s ~  r e ~ ~ r ~ d  early and c o ~ ~ ~ ~ h ~ n s ~ v e  action by 

sian ~ ~ s p o n d ~  to $6.5 billion in add~ional pressure from May adjust- 
d prev~ously proposed s ~ ~ n ~ s  that can no 
ble and ~ ~ l a n c e d .  It also r e ~ u i ~ ~ s  b e t  the L 

e realized 
e c o n ~ ~ u e  

its budget work on ~ ~ ~ s t u ~ l  issues after th ~ o d g e t  is passed and signed into law. 

Over the past five months, the Governor has met with hundreds of Californians from 
alks of life and, as  a result, is more de~ermined than ever to protect the progress 
has been made in our schools. in ~ ~ c r a r n ~ n t o ,  the Governor has already met 

rive leaders 19 limes in order to make progress t.oward solving the State's 

The ~ e g i s j ~ ~ ~ r e  has passed and the ~ ~ v e r R ~ r  has si ned two i r n ~ o ~ a n t  budget 

The May Revision reflects these actions, as we11 as the idem and values glewed from 
the Governor's meetings, and the i~perative that the Budget be passed on time. 

Nariy, i n ~ 1 u ~ ~ ~ ~  members of the ~ e ~ i ~ l a t u r e ~  have expressed a ~referense for 
~ d ~ r ~ ~ s i n ~  the structural budget shortfall over more than one budget cycle. The 
May R e \ ~ ~ ~ ~ o n  incorporates this preference by dividing the problem into three parts. 

es aimed at reducing the size of the deficit. 



I. The current year deficit is financed over a multi-year period in a fiscally prudent 
and legally credible way. 

2. The b u d ~ e ~  year is b a ~ a n c e ~  through a combination of cuts and a s l i ~ m e d  
down ~ e a i ~ ~ n ~ e n ~  package, 

3. The ~egislat~~re is asked to spend the b iance of the legislative session to 
address the s t ? u ~ ~ r a ~  issues that, if left u n ~ e s o ~ v ~ ,  will put future budgets out of 
balance and threaten the future p r o s ~ r i t ~  of our State's citizens. 

The Nay ~ e ~ ~ i u n  is anchored by the ~ o r n ~ i t m e n ~  to protefl the p 
been made in our scho&. The ~ruFosi t i~n 98 ~ i ~ a r a n t e e  is met. 5 
$700 ~ ~ i ~ l ~ o ~  more to spend. in State and local funds than was contemp ated in the 

Critical cla~sroom priorities; i n c l u d i ~ ~  class size ~eduction~ a c c o u ~ ~ b ~ ~ i t y ,  and 
speciai e d u c a ~ ~ o ~  are fully funded. This ~udge t  will fund schoais s u f ~ c i e n ~  to keep 
~ e a ~ ~ e r $  in our c ~ a s s ~ ~ ~ ~ .  

Higher e d u c a ~ ~ n  is protected from further cuts. ~ammunity colleges will receive 
$304 ~ ~ i l i o n  in funding above the January proposai, and the size of the p ? e ~ o u ~ l ~  

'The threat of terror is^^ makes this no time to c o ~ p r o m i ~ e  on public safety. Local 
poiice, sheriff, and tire ~ ~ ~ a ~ e n t s  we protected by the operation of existing law 
governing vehicie license fees, and the budget preserves funding for critical, targeted 
iaw e~orcement programs. 

The State's envjron~en~al p ~ o ~ r a ~ s ,  while i ~ p a c t e d  by the ~ a n u a ~  cuts, wiii 
remain the strongest in the nation secured by special fund support. In ad~ition, 
recent vot~~approved general obli~ation bands are aimed at prote~ting c ~ i ~ o ~ n i a ' $  
natural resources for future ~ e n ~ r a ~ i o ~ i s .  

'The first priority for the State's health and social service§ p ~ o g r a ~ s  is to protect 
Lke most vuinerabie among US: children, the elderly, and the disabled. ~ o n s j ~ ~ e n t  
with this principle, the May Revision restores the proposed Cut in SSI/SSP, while 
c o ~ ~ t ~ n u i ~ ~  to ask that stare-only cost of living increases be susp~nded~ This means 
that seniors and the disabled will get a smali increase in payments. 

GOVeFnoF'S ~ u ~ ~ e ~ ,  

ed fee increase is reduced to $18 per unit. 



sion also includes the ieg~sia~ive ? e c o ~ ~ e n d a t i o n  
care beneEts for lower-wage parents and retains the J a n u a ~  p 
care CQS~,S For ~hildren, 

'The ;May ~ e v ~ s i o n  continu 
~ p e r a ~ o n s  and programs 
(9.8 percent). This is the 

on signifi~ant cuts in State ~overnment 
will decrease by $7.6 bill 
in Stare  pending since 

approach aliows the ~eg~slarure io balan 
s, tax increases, or ? e F o ~ ~ ~  t h r ~ u g ~  the 

for i ~ ~ ~ ~ ~ ~ n t ~ t i o ~  in the fol~owing bud 

Z billion. This gap woui 
ks, which ~rought  c 

closed with a total 

ave been larger, but for 
year W ~ R L J ~ S  closer 
.9 billion in cuts and 

savings, 56.9 billion in Fund shifts, transfers, and loans, $1.7 billion in program re- 

in a ~ ~ ~ t i c n  to the ~ r ~ ~ u r n e d  o 
~rnment's vehicle license fees 

~ ~ e n t ~  to local ~ o v e r ~ ~ ~ n t ,  and $10.7 billion in deficit ~ ~ a n c i n ~ .  

with respec: to local gov- 
et requjr~s the passage of 

billion in cigarette and inc 
rams, and a t e ~ p Q r a ~  on 

I 6 he revised plan reks upon a lower e s ~ i ~ a ~ e  of ~ ~ e n u e s  from Indian 
and will not rely on the plan to sell t o~acco  ~ ~ v e n u  bonds. These bonds 
ome $ ~ ~ n i ~ ~ a n t ~  more expensive to sell and utiiiz ion of deficit financ~ng 

requires ti more c o n s e ~ a ~ j v ~  a s s e s ~ ~ e n ~  of other ~ a r r o ~ n ~  options. 

ment to ~ p e ~ t e  realigned 
biilion) to pay for the deficit 

~ ~ ~ n c ~ ~ ~  plan. 

In airnost every slate of the Onion, Governors and ~ e ~ i s l ~ t u r e s  are st~ugg~ing with the 
rams and raise taxes. Most states have been forced to make late 

downwa~d ~ d j ~ s t m ~ n ~  in their revenue estima'ces. The choices are not pleasant ones. 

~ a ~ i F o r n i ~  got a head start on c o n ~ r a n ~ ~ n ~  its ~roblems by a c s ~ r a t e l ~  identj~ing the 
impact of the nation's economic t a i ~ s ~ ~ n  on State revenu~s. i ~ o n ~ c a ~ l ~ ,  at the time, 
many viere § k e p ~ ~ ~ ~ f  about the accur~cy of, and ~ o t i v a ~ i ~ n s   hind, what have now 
p ~ e ~  to be reliable forecasts, 

Despite the lost o p p o ~ u ~ i ~ i e ~  ~ e n ~ r a t e d  by that skeptic~~ffl, ~ a l ~ ~ o ~ n i a  can still meet 
its fiscal challenges iF d ~ e i ~ i o ~ - m a ~ e r ~  accept the reality of the size of the problem 
and the limited options still available for solutions. 



6 

€ ~ ~ ~ € ~ r ~ ~ a  ~ ~ u s t  

The stress on the State's cash flow led the State ~ o n t r o l l e ~  to request. the a u t h o ~ ~  
to issue an unp~eceden~ed $11 billion in Revenue ~nticipation WaFrant~ in June. The 
Governor approved this request. with approp~ate conditions. 

This offering will provide enough cash for the State to meet its o ~ i ~ ~ a t ~ o n s  
limited time. Thereafter, it will be necessary for the State to have a signed 

er to issue Revenue ~ t ic ipa t ion  Notes. 

dget required a series of early actions by the ~eg i~ la tu re  ~nciud~ng 
year and a sweeping real~gnment proposal financed by an 

$8.3 billion local government tax package. 

It is d i l l  a preferred and prudent approach to solving the budget puzzle. ~ o w e v ~ r ~  
as the Legislative Analyst noted, ?he January budget plan only worked given timely 
action by the ~egislature. While the L ~ ~ i s l a ~ u r e  took signifi~ant action on p o ~ i o n ~  of 
the plan, other portions were not acted upon. The options are now more limi~ed. 

In an effort to respond to the views of the Le~islature and to recognize the need for 
a timeiy Budget (while not losing sight of the need to confront the structural deficit), 
the May Revision inc~udes s ~ ~ n i f i ~ a n t  chan~es  in the approach to closing the budget 
shortfall as well as ~ u ~ g e ~ t i ~ ~ n s  made by m e m b e ~  of all four legislative caucuses. 

There are ?hree reasons for this decision. 

First, the complete January realign men^ proposal requires more study. Ri~cus~ions  
regarding some portions of the reaiignment proposal have reached a de 
consensus. Those portions are retained in the May Revision. Legislators 
~ o v ~ r n m e n t ~ ,  and service providers have expressed a need to have more time to 
fully consider other options. These portions are reserved for imple~entation in the 
following budget year. 

Second, many le~is la to$~ and business and community leaders have indicated both 
p~iblicly and informally a preference for closing the struc~ural deficit over more than 
one budget year. 

1 hird, spreading the deficit across ~u i t ip ie  bud et years is the best ~ e m a i n i n ~  
option to avoid ~ i n a c c e ~ t a ~ l ~  levels of cuts or tax increases. 

The Department of Finance. its bond counsel, and the Attorney General have 
anaiyz.ed many proposals t~ determine the legal and financiai practicality of the 



deficit financing options that have been discussed by members of the Legislature 
and others. 

The May Revision accepts the proposal to finance the cur~en~ year deficit on three 
~ o n ~ i t l ~ ~ s ~  ail af which are critical to the credibi!i~ of the ~udget .  First, any deficit- 
~ ~ a n c ~ R ~  pian must be paid for with an indepe~dent new revenue source. Second, 
the ~ e ~ i ~ ~ a t u ~ ~  must pass the Bud et on time. Third, the Le~~slature must continue 
its work on the s ~ ~ ~ ~ a l  deficit through the balance of tbe ~ e ~ ~ l a t i v ~  session. 

in January* the Governor called upon the ~ e g i s ~ a ~ ~ e  to produce a s ~ ~ c t u r a l  reform 
p a c ~ o ~ ~  as pan of its ~ u d ~ e ~  solu~ion. The May ~evision ~ a i a n ~ ~ ~  the budget yeor, 
but defers a ~ i g n ~ ~ c ~ ~  porlion of the struchrral problem to the fo!lo~ng budget year. 

must commit the balance of the ~ e ~ i s l a ~ v e  session lo r e a ~ h i n ~  
ment, ~ ~ u ~ t u r a ~  reform, and other proposals to address Smctu 

ay indude the possib~lit~ of plncing proposais before the voters. 

The Governor has directed his Cabinet and ali areas of State govern~ent  to 
ffort including a directive to identify ways to more e ~ ~ i e n t l y  meet 

Forthright and timely acljon can protect the promise of the future. 



.. . . . ., ... 
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he effect of the delay in the national and Ca~iforn~a e c o n o ~ ~ c  
the %lei revenue, the ~ d m i n ~ ~ ~ ~ a t i o n  and the ~ e ~ i 5 ~ a t u r e ,  for the 

d c o ~ s ~ u t i v e  year, took early and decisive actions. 

On ~ovember  26, 2002, the  overn nor issued 
~~~~~n~ d e p a ~ m e n ~  io  freeze i endi in^ whe 
i ~ ~ l ~ ~ e ~ t i ~ ~  current year reductions in n ~ ~ - ~ ~ s e n t i a i  functi~ri5. 

On December 6, 2002, the Ad~inist~ation advanced midyear reduction 
p r o p ~ ~ ~ i s  totaling $10.2 billion. The Governor called the ~eg i~ ia tu re  into a 
speciai le~siative session in December to address the Budget shorrfall. 

In March and April of 2503, the L e g i ~ i a t ~ F ~  approved reductions of $6.9 billion 
($3.3 bikm in march and $3.6 billion in April). 

ecutive Order D-64-02, 
possible and to begin 

When the 2003-04 Governor's Budget was ~ r e s e ~ t e d  to the L~gi~Iature on J a n u ~ ~  
2003, the project~d G billion. While the 
isiative ~ ~ n a ~ y ~ t ' s  proje lion, the major 
race  was l ~ r ~ e l y  a~~ibutable to methodQ~o~ica1 d i f f ~ ~ e n c e ~ .  Most of those 

~ i ~ ~ e r e n c ~ ~  are now subsumed in the May Revision a d ~ u s ~ e n ~ .  

Since the release of the ~ 0 s ~ n o r . s  Bud et, the State e~Qnomy and General Fund 
revenues have 9ene~a~ly followed the Ja uary f o ~ e c ~ t .  However, e 
~ ~ ~ ~ r n ~ ~ ~ l y  caseloads and Proposition 96) and Lhe c~nGeilation of the sale of the 
second ~ n s ~ ~ i ~ ~ e n t  of the tobacco ~ecuritiz~tion bond ($2.0 billion) have increased 
the budget gap from $34.6 biilion to $38.2 billion. 
~-~~ ~~ ~ 

EVISEEI 

(in bikns) 

-1.5 
-0.7 
-2.0 
0.2 

0.7 
0.1 

-$3.6 

-0.4 



el 
(Dollars in  billion^^ 

0.5 

43.6 
- 2 2  

- 0 7  

Current Year Soluiions rajected by the 

Erosion of SQ!uiion~ (no early ~dQptlon) 
~ ~ ~ i s l a ~ ~ ~ e  

Reduced Raa!ignmen~ Package 
Rpduced Indian G a ~ i n ~  Revenues 

VLF Offset § u ~ ~ ~ ~ s i ~ n  
~ e d ~ - ~ a l  ~ ~ o u n t i n ~  shift to Cash Basis 
Deficit ~ i n a n o ~ n ~  Bond 
Other ~ ~ d u ~ t i ~ n ~  

46.4 
- 0.8 
" 1.2 

0.4 
I .2 
0.9 

10.7 
1.7 

ion 

The p ~ o ~ ~ ~ e ~  changes in sol~~ions are SUMmar~~ed in the ~ o l l ~ w i n ~  table: 

R~ai ignmanis  8,154.0 1,732.4 4.5% 
Fund Shifts 2,076.3 5.5% 
Transfers 1.912.6 5.096 
~ ~ ~ n ~ l ~ o ~ r o w i n g  1,683.3 2,902.5 7.6% 
Deficit ~ ~ a ~ c i R ~  10,700.0 28.0% 

Totals i 00% 
Note: Numbefs may not add due to rounding. 



e na~ona i  economy made little progress on the road to recovery in the 
of 2003. Economic output grew only s l i g h ~ ~  for the second quarter in a 

rowt a s  bad wealher, the war with Iraq, fear of terrorist attacks, and concerns about 
severe acute respiratory s y n d ~ o ~ e  (SARS) weighed on the e c ~ n o ~ .  ~ o n s u m e ~  
remained cautiousl and businesses cut back on ccxpitai spendin 
slowed further. The war and SA S e~pe~ia l iy  hurl air travel and 
positive side, residentia~ const 
strong. Net exports became less negative, and corporate proMs continued to 
improve. In total, though, there was not e ~ ~ ~ g h  demand in the eco~omy to keep 
!&or markets from ~eterioratin~.  

~ a l ~ ~ o r n i a  fared much the same. War, fears of terrori~m, and SARS hurt the 
state's tourism i n d u ~ t ~ ,  which has not yet Fuily recovered from the §eptemb 
terrorist attacks. ~ m p ~ o y m e n t  ~ontinued to deciine in ~ a n u f a ~ u ~ n ~ ,  and h 
tech c o ~ ~ a n i ~ ~  announced new layoff plans. Layoffs were also 
districts, iocal ~ o v ~ r n m ~ ~ t ,  and health care. ~ o w ~ e r ,  overall e m ~ l ~ ~ e n ~  iose in 
Lhe state in the first three months of 2003 while it fell in the nation, but the gain was 

iion i r ~ c ~ e a ~ e d ~  and housjn~ markets rema~ned 

did not keep up with the state's g ~ ~ ~ ~ g  labor force. The annual reyisi~n 
e e m ~ ~ o y ~ e ~ t  statistics showed that the recession was even worse than 

ng and sales taxes were up from 
previous y thought in the San Francisco ~ a ~ / § a n t a  Clam Area. On the positive side, 
personal income tax wi 
four months of 2003. R 

and price a ~ P r e c ~ ~ ~ i o n  was sub~tantial in ceriain price levels. Despite a pickup in 
~ o ~ s ~ ~ ~ e r  c o ~ ~ d e ~ c a  in April, most of the evidence suggests that the ~ a i i f o ~ i a  and 
national ecnixmies will grow only modestly during the rest of 2003. Better things 
are in store for 2004. 

tdal ~uilding ~ ~ e n g t ~ e n e d  consid 
and in the first quarter of 2003. Housing markets rem~ined active 

The US. economy experienced its first full year of growth in 2002 after the mil 

only half the rate of the avera~e for p o § ~ - ~ o ~ ~ d  War il recoveries. Possibly as a result 
oi  wai' jitters, the economy slowed at the end of 2002, and the first quarter of 2003 
was little better as ii~flation-adjusted Gross Domestic Product (GDP) increased by 
only 1.5 percent. 

Personal consumption ~ ~ p e n d i t u r e ~  increased by only 1.4 percent. in the first quarter. 
marking a slowdown from the already weak fourth quarter growth rate of 1.7 percent. 



~ o n s u ~ e e ~  became more cautious as  the threat of war with Iraq neared. The siow- 
down in ~ o n $ ~ ~ p t i o n  rawth mirrored a decline in con~umer  sentiment, which 
reached a ten-year I n March before bouncing back strongiy in April. 

Business ~nves~ment was disappoint in^ in the first quarter. After  rowing for four 
consecutive quariers, it reversed course and dec~ined. Investment in producers' 
durable equipment and software wa5 very weak--declining by 4.4 percent. The 
decline was concentrated in ~ a n ~ p o r t a t i o n  e q u ~ p m e n ~ ,  p a ~ i c u l a ~ y  motor vehicles 
and civilian aircraft. Investment in info~mation equipment, on the other hand, 
soared. Spending on commercial aructures dropped again, but the pace of decline 
was the slowest in six quarters. Housing cons~ruc~ion,  however, continued to 
increase.  and business inventories expanded but at a slower pace. 

~ o v e ~ n ~ e n t  spending grew modestly in the first quarter, posting its smallest gain 
since the third quarter of 2001. Although the public has focused on national secu- 
rity  pend din^ f o l l o ~ ~ n g  the Sept~mber  11"' terrorist attacks, growth in govemment 
spending has actually been quite broad-based since then. This pattern was broken 
in the first quarter. While federal nondelense spending grew by 10.5 percent, defense 
sp~nding declined by 1.5 percent, and State and local spending fell by 0.1 percent. 
The decline in State and local spend~ng was expected with mast Stale g o v e ~ m e n ~  
facing large budget sho~a[ ls .  

Net exports (exports minus imports) increased in the first quarter, a s  imports 
fell more quickly than exports. The depreciation in the dollar might have finally 
improved h e  trade balance. However, the work  lowdown and eventual lockout at 
West Coast ports last Fail couid have distorted the results of the last three quarters 

Monthiy statistics since the ~egir~ning of 2003 reflect the weak growth ~ p e r i e n c e d  
in the first quarter and point to more weakness in the second. The Institute for 
Supply M~nagern~nt ' s  survey of narionai manufac~r lng  showed that ~ a n u f a ~ ~ r i n g  
contracted in March after ~ x p a n d ~ n g  the three previous months. Add~tionaily, the 
Federal Reserve Bank's industrial production index fell in March-the sixth decline in 
the last. eight months. The service sector also slowed in March with the ISM'S non- 
m a ~ u f a c t u r i n ~  index falling for the first time since January 2002. Aiso, the University 
of Michigan's Consumer Sentiment index declined ~ ~ o u ~ h o u t  the first quarter 
before bouncing back in 
eessful conc!usion of ha 

I. Failing gasoiine and natura prices and the suc- 
s in iraq likoiy account for m 

Ccrnsurners have become increasingly concerned about job prospects, however. 
Ernpioyers remain cautious about taking on more workers. And even though layoff 
a n n ~ u n c e ~ ~ e n t s  have trended downward in the last six months, sugge~ting that 
some improvement in job piospects may lie ahead, initial claims for u n e m p l o ~ ~ e n t  
insuiance benefits have trended upward, indicating that a growing number of 
workers are losing their jobs. Consistent with this, the monthly e s t a b l i ~ h m e ~ ~  survey 



shows that noofarm payroll employ men^ slid by 3~2,000 jobs from ~ e c e m b e r  2002 
to April 2003. The n a ~ o n ~  uoemployment rate, 

asi year and a half, wouid seem to paint a djffer~nt picture. But, ~eclining 
i force particjpat~on in the last three years, caused in part by an increase 

in the number of ~ i~couraged  workers, has held down the u n e m ~ ~ o ~ e n ~  rate. 

ich has shown little trend in 

ouraged workers are persons who would like to work and are available for work 
r w a r ~ ~ n ~  inor looking for work because of jab market~~e~ated reasons.) 

The economy should pick up in the second half of 2003. Faster economic growth 
will, at last, t ran§l~~e into job gains since firms will have exhaus~ed o p p o ~ u n i ~ i ~  to 
increase productivity at the ~ h e n o m e ~ a l  rates e erienced ~ u ~ i n g  2002. Some of 

faster growth will come From reduced uncertaiR~ an the outlook for the 
t. significant improve~ents in corparate profita~ilit~, and from additional 

will kick in hy the fourth quarter of 2003. Mo~eover, the economy wilf 
continue to be buoyed by low interest rates. ~ o n s ~ ~ i o n ,  howev~r~  will not be 
adding to economic growth unti! 2005. lnte~ationa! trade will not cor~tr~bu~e much 
in 2004 either, but federal s ~ e n d i n ~  wili be a key c o n t ~ b u t ~ ~ .  

A  car^ in the outlook is SA . Asia was the star p e ~ o ~ e r  in the world eeonomy 
in 2002. Recent repons s u ~ ~ e s ~  that the impact of SARS on the econ~mies of main- 
land China, Hong iqong, and ~ i n ~ a p o r e ,  es~ecia~iy their tourism indus~ies, could 

tiai. If SARS ~ n n ~ i n u ~ s  to sap the stren 
5, includ~ng the U.S., could expe r i~nc~  

Lies to, or io~estmen~s in, Asia could also be sorely impacted. 

of Asia's eco~omies, i 
i gn~~can t   lowd do^ in 

the bottom line of major ~al i fo~nia  high tech companies with 

Farm payedi e m p ~ o y ~ e ~ ~  grew by 0.2 percent in thei state while fal!ing 0.2 percent 
in the ~~tion-e~sentia~ly unchanged. Over that year, state unemployment varied 
n a ~ ~ ~ w ~ y ,  never exceeding 6.9 percent nor ~aiiing below 6.6 percent. The national 
~ n ~ ~ p l ~ y r n ~ n t  rate also war steady but averaged about 0.9 percentage points be!ow 
the slate rate. in addition, hom~building was strong in both the state and the nation, 
as were hoiisirrg markets. 

The annua;li revision to the state's employment statistics revealed that the California 
recession was even more of a high-tech, Bay Area recession than p~eviously thought. 
While nonfarm payroll employ men^ fell by 290.000 jobs, or 2.0 percent, in the 
state between March 2001 and January 2002, it fell by ahout 305,000 jobs, or 
10 pereenl, in the Sari Jose met~opo!it~n area and 75,000 jobs, or 7 percent, in the 
San Fraiicisco metropolita~ area. Thus, the total job loss in the two me~ropolitan 
areas was greater inan 60 percent of the net job loss in the entire state. ~ a ~ n g  
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matters worse. these two areas got a month or two head start in losing jobs, 
and they eon~inued to lose jobs a year after e m p l o y ~ e n t  hit bottom in the state 
as a whole. in fact, as recen~y as April 2003, it was not clear whether the two 
me~ropolitan areas had stopped losing jobs, aitho~jgh the rate of loss had slowed 
consi~e~ably. The San Jose me~ropolitan area lost an astound~ng 16.5 percent of 
its jobs from March 2901 to arch 2003, and the Sari Francisco ~etropoli tan area. 
11.1 percent (Figure ECON-I). These percentage losses exceed what Los Angeles 
County lost in the iang and deep e a r i y ~ ~ ~ ~ 0 s  California recession. Moreover, most of 
the jobs lost in ?he San Jose and San Francisco m e t r o p o ~ i ~ n  areas were in high- 
paying industries, making t.he resulting losses in total wages and saianes and tax 
revenues in the state larger than would liave otherwise been the case. The San Jose 
metropoiitan area accounted for a hugely d i ~ p r o p o ~ o n a ~ e  $3.1 billion of the 
$9.5 billion decline in personal income tax assessments in the state in 2001. 

The state's travel and tourism industry was recently set back by the war in Iraq 
and the SARS epidemic. The already-s~ruggling air travel industry was ~ a ~ c u l a r i y  
hit hard as travelers worried about being infected by SARS or being a victim of 
a terrorist attack on an airplane. San Francisco's tourism industry, with i ts  heavy 
reliance on Asian visitors, was especially affected. Small businesses in ~a1iFo~ia.s  
Asian c o ~ m u n i ~ i e s  may also have suffered. With military  operation^ ~ n d i n g  down 
i n  Iraq and signs that the SARS epidemic is ebbing in most of the world, with the 
major exceptions of mainland China and Taiwan, California's travel and tourism 
industry might get some relief in the coming months. 

Low mortgage rates and doubts about the stofk market kept resid~ntial real estate 
markets strong in the first quarter of 2003. The median price of existing homes sold 
in the state hit a new record high of $352,780 in March, up more than 15 percent 
from a year earlier. Sales were off a bit-down 3.2 percent in March and 3.5 percent 
for the entire first quarter-but still at high levels. Some of the real estate markets 
wi?h very high prices.-Santa Barbara, Santa Clara, and Santa Cruz Counties and 
the San Francisco metropoiitan area-saw sharp drops in sales in March from year- 
earlier levels. 

The ~ o ~ e ~ a s ~ . - ~ t h  the war in Iraq having gone as  well as could be hoped, the 
recent capture of another high-level A1 Qaeda leader, and signs that the SARS 
epidemic might be running its course, consumers and businesses should be f~eiing 
better about the outlook for the economy. At the very least, unce~tain~y about the 
near-term future has been reduced considerahiy, and that appears to account for 
much of the improvement in consumer confidence measures in April. What remains 
to be seen is how long that feeiing of reiief will last. 

'Tie nation's loss of 48,000 jobs in April brought the total job loss since March 2001 
to 2,112,000. Over that time, ~ n e ~ p l o y m e n t  ruse from 4.2 percent to 6.0 percent. 
To be sure, few of those jobs-only 332,~0@--were lost in the last I2  months; 



labor inarkeis appear lo  have bottomed out. ut coii§umer~ react to how long job 
~ a r k e ~ s  have been down as well as the depth to which they have gone. So, while it 
is positi~e for the outlook that labor r n a ~ e ~  will likely not deteriorate much further, 
it doesn’t do much For consumer confidence. Weak labor m a ~ e t s  were the top 

cern of A ~ e ~ c a n s  before the ~ u i l d u ~  to the war in Iraq and will soon be again. 

from business confidence surveys, business leaders are even more skeptical 
sdmers about predictions of an l ~ ~ r o v i n ~  economy. Here again, h ~ e v e r ,  
has been made. Many major b u ~ i n ~ s s e s  have ressively cut costs (i.e. 
the last year or two and are now showing pro When demand picks up 

In the economy, profits sirouid grow quickly, and Chat should !ead to more capital 

Thus, the national economy is better posi~ioned to get back on track than it was 
last year at this time. hi addition, :he anticipated federal tax cut will give it a boost 
in the second half of the year. ut it may well be close to the end of the year before 
progress is clearly evident. There are still quite a few industries with LOO much 
capacity, which would darnpen the prospects for a strong recovery. MoreOver, if 
~ r ~ d u c t i v ~ ~ y  continues to grow a5 quickty as in the iast year, i~provement in the 
labor markets will likely come first in the farm of fewer layoff a n n Q u n c e ~ e n ~  and 
iongrr w ~ ~ ~ w e e ~  for  loye^ ye^ workers. Actual employment gains will trail behind. 
and declines in the u n e ~ ~ ~ l o y m ~ n ~  rate will come even later. Reduct~ons in layoffs 
and longer w o r ~ e e k s  are less visible forms of improvement and not as desirabie as 
~ u ~ r i g h t  hiring, e ~ ~ e c i a l ~ y  to u ~ i e ~ p ~ o y e d  workers. 

California will continue to track the ional economy. By the fourth quarter of 2003, 
jobs will be gr0vh-g at an annuali te of about 1.6 percent on a q u a ~ e r - t o - q u ~ e r  
basis. Because job gains will be meager in the f ist half of 2003, e m ~ l o ~ e n ~  will be up 
only 0.6 percent for 2003 as a whole, an an annua!-aver~~e basis (figure ECON-3). 
~ ~ p i o y n ~ e n t  growth will increase to 2.1 percent in 2004, on an a ~ u ~ l - a v e ~ g e  basis. 
Grow%h in total state personal income will improve from 3.1 percent in 2003 to 
4.9 perceflt ii? 2004. clearly puMing the economy back on tmck. 
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Red gmss d o m ~ s ~ c  product. (1996 dniler) (Percsent change) 2.4 

I .o 
4.4 
l.l 
3.6 
1.67 

PRrSOnRl income (Percent change) 2.8 
~~~~[~ pmfits bRfore taxes (Percent chsnge) -0.7 
Nonfarm m g e  and salary e ~ i p l ~ ~ ~ ~ " t  ( ~ i f l ~ ~ ~ l  130.8 

(Percent changej -0.9 
U " ~ ~ ~ I ~ ~ ~ ~ f l ~  rate (Percent) 5.8 
Mousing starts (Millions) 1.71 

(Percent chanue; 6.7 
New Car and lighltruck sales (Millions) 16.8 

(Percent change) "2.0 
Consumer price index (18~2~S~l00) 179.8 

? a r ~ R n ~ i  6on~umption e x p % n ~ i ~ ~ ~  3.1 
Gross private Uomestic i n " ~ s ~ ~ ~ t  
~uvernm~nt pu&ases of goods and saFvi~ss 

(Percent change) I .6 
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tiaustng permits (thousands af units) 166 115% 179 
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ATE 1 

era1 Fund Fe~enues are expected to be below Fhe ~ o v e ~ n o ~ s  January 
.4 billion in 2 0 0 ~ ~ 0 ~  and above the Governor’s ~ u d ~ e t  by $1.8 billion Budget 

in 2003-04. Over the tw5 years, the reduction is appro~ma~ely 
tween the two years is that the second tobac 
03 has been cance~led, while ?ran$fe~ to th 

in ~~0~~~~ have i n c ~ ~ ~ s e d  due to the sale of Pen~ion ~ ~ ~ i g a ~ i o n  Bonds. 

F taxes only, the May Revision forecast is little chan 
udget in t ~ t ~ l - ~ o ~ n  5303 million in ~ 0 0 2 - ~ 3  an 

in 2003-04, For a  ear change of $679 million. The most ~ ~ ~ n i ~ c a ~ t  change 
was in ?he personal income tax. Weaker final p ~ y m e n ~ s  in Apri 
gains income was s o ~ e w h a ~  lower than expected. ~ ~ o w ~ v ~ r ,  
such as capita( gains and stock options app r to have b o ? ~ o ~ ~ ~ - o ~ ~ ,  and the May 
Revision estimate ass hese c o ~ p o n e n ~  in 2003-04. This 
can be seen in Figu 

experience and the 
appear to be re~over in~  and good growth is e 

1. Lower expecta~ions for income tax r e v e n ~ ~ s  were 
!aF&)’ Offset by pOS d on recent cash 
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~n~ic ipa ted  revenues from Indian gam~ng in the budget year have been reduced 
from the pa!.  of $1. 
time necessary to consider the complex and competing factors involved, including 
the essential e n ~ r o n ~ e n t a l  and other concerns of the local co~munities,  the 
state's interests, and the tribes' interests. "Tie time must be taken to be sure this is 
done right and with respect for the sovere~gn~y of the tribes. in addi~ion, any new 
compacts must be ~ p ~ r o v e ~  by the ~ e g i ~ ~ a ~ u ~ e  and the Secretary of the Interior. 
Thus, this revision aoticipates that the process wi6l not, in this budget year, reach the 
goal c o n t ~ ~ n e d  in the January ~ u d ~ ~ t .  

The forecast also includes the effect of the May Revision proposals to address the 
budget pr~blems that the State is ~ ~ e r i e n ~ g .  These proposals include the f o ~ o ~ n g :  

~ o n ~ i ~ u a ~ o n  of the suspension of the teacher retention tax credit, which is 
expected to increase General Fund revenues by $175 million. 

~ a i n t ~ ~ ~ i n ~  the base level of transfers to the Public T ? a ~ s p o ~ a t i ~ n  Account 
(PTA)~ but specify chat any excess sales tax revenues on gasoline, which would 
o ~ h e ~ s ~  be desi~nated as PTA spillQver, be credited to the General Fund. The 
May Revision proposes a partial Proposition 42 suspension and that the General 
Fund repay the 'Transpo~a~ion lnves~ment Fund CrlR by June 30, 2009, for 
any hinds not ~ r a n s ~ e r ~ e d  in 2003-04 due to the suspension (see T ~ ~ s p Q ~ a t i o ~  
section). The $87 million increase in General Fund sales lax revenue in 2003-04 
due to the PTA spillover revenue is not included in the General Fund r e p a ~ ~ ~ n t ,  
because it would not otherwise be considered TlF revenue. 

One-year suspension of the Natural Keritage Preservation Tax Credit and 
p a r t i c ~ p a ~ ~ a ~  of the ~ m p i ~ y m e n t   evel lop men^ Department in the Treasury 
Offset Program. These proposals are expected to increase revenues by 
515 million in ~ 0 0 ~ . " 0 4 .  

To provide mare time for legislative considerat~on, the majori~y of the Adrnini- 
stration's January r ~ a l i g ~ m e n ~  proposal is being deferred to the remainder of this 
leg~sia~ive session for i ~ p l e ~ e n t a t i o n  in 2004-05. Fear 2003-04, the reali~nment 
proposal is reduced From $8.3 billion to $1.8 billion. which is proposed t~ be 
funded by the follow in^ tax proposals: adding a 10.3 percent Per~onai income 
tax bracket at $150,000 for single filers and $~00 ,000  for joint filers ($1.56 billion 
in 2003-04), increasing the tobacco excise tax by $0.23 per pack of cigarettes 
($267 million in 2003-04), and increasing the tobacco excise tax by an addition- 
ai $0.40 per pack in 2004-05 ($678 million total tobacco excise tax in 2004-05). 

0 million. The ~ t a t e ' s  n e g o ~ ~ ~ o ~  are taki 



EVE 1 

Deficit ~ n a ~ c i n ~  bond. The May Revision proposes a t e ~ p o ~ a r y  one-half cent 
sales tax increase to ~ r o v i ~ e  an ef~cient, e q u i t a ~ i ~ ,  and economical ~ e a ~ s  of 
funding the a c c u ~ u l a ~ e d  budget deficit, thereby ~ r o ~ d i n g  fiscal reiief to the 
stale. This sales tax rate will a ~ ~ o ~ a t i c a ~ l y  cease as soon as  the bond is repaid. 
The sales tax increase is expected to become e f f ~ ~ t ~ v e  on October I, 2003, 
and to raise a p p r o x i ~ ~ ~ e l y  $1.7 billion in 200~"04, and $2.3 biliion each year 
thereafter, until the bands are fully repaid. 

3- 

~ e ~ p o ~ ~ ~  Sales Tax: A d d i ~ i o ~ ~ l  0.50 cent 1,742 $2,436 

w 10.3 p ~ ~ o e ~ t  rate 1,,560 1,250 

267 678 
t 

__.- 

and by $154 m ~ l i i ~ n  in 20~3-04.  The budget year e s t i ~ a t e  inchides the effect of the 
~dmin i~~Fa t~Qn ' s  ~ r o ~ o s e ~ s  id~Rtified above. 

Cash receipts associ~ted with the 2002 tax year were lower than expected and 
this accounts for the ~ o ~ ~ w a r d  revision in 2002-03. This weakness is assumed 
to be p~~sri~y due to ;1 sharper decline in capital gains than previously esti- 
mated. The lower level of capitai gains in 2002 carries forward to 2003, which 
suppresses 2003-04 revenues. Based on cash receipts through April, capital gains 
for the 2002 tax year are ~ t j ~ a t e d  to have decreased by 30 percent., to about 
$35 billion, and are ~ r ~ ~ ~ c t e d  to recover with a 10 ~ e r c ~ R t  increase in 2503. 

Partially ~ ~ ~ s ~ t t i n ~  the negative effect of lower capitai gains is the growth in  hold- 
ing receipts that has been experienced in 2003. The average monthly growth rate 
from January thraugh April was 4.6 percent. Since withholding is based on current 
wages, it is a good indicator of current activity and this forecast assumes that the 
recent strength is real and ongoing. 



The sales and use tax. forecast has been increased by $96 million in the current year 

Through April, sales tax receipts are $65 million above the 2003 
Budget forecast, which reflects healthy vehjcle sales and home s 
stronger growth is expected to continue as the economy begins 
calendar year 2003, taxable sales are expected to grow by 3.1 percent, while 
5.3 percent growth is expected far ~ a l e n d a ~  year 2084. 

The sales and use tax forecast includes $87 million in 2003-04 due to § ~ e c ~ f ~ n g  
that any excess saies tax revenues on gasoline are credited ta the General Fund, 
rather than transferred to the Public Transpo~tatian Account (PTAf. This propos~l 
maintains the base levei of transfers to the PTA. 

As noted above, the Nay Revis~on proposes a temporary ane-half cent sales tax 
increase to repay the deficit financing bond, which will oniy be effective untii 
the bond is repaid. The sales tax increase is expected to become effective on 
October I, 2003, and to raise approximateiy $1.7 billion in ~ 0 0 3 - 0 ~ .  

7 million in the budget year. 

$713 million in 2003-04. This i r n ~ r o v e m ~ n ~  is a~r ibu tab~e  to recent cash e x ~ ~ ~ e n c ~  
and a more positive autiook for corporate profits. ~ h ~ o u ~ h  April. net cash r e c ~ ~ ~ s  
from the ~orpar~ t ion  tax are above the January Governor's ~ u d ~ ~ ~  e s t i ~ a t e  by 
appro~imatel~ $200 million. The forecast a~~icipat.es contin~ed i ~ p r o v e ~ e n t  in 
corporate profits aker three years of flat or negative growth. 
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above the $803 million iieeded to fund child care w i ~ i n  the ~ a r a n ~ e e .  

the voices o i  the education c o m ~ u n l t y  and the 
~ialogue about priori~i~s and ways to manage 

r than that which all parties, including the 
the current fiscal situation, ~ n d ~ ~ g  at the 

~ r o p o s j ~ ~ o n  98 ~ u a ~ a n t e e  is a ~ i ~ n i ~ ~ a n t  ac~a~pl~shment, r e ~ u i r i ~ g  sacrifices 

The January Governor's Budget refiected an app~oach to reduc~ion~  that spread the 
impact. over as many p ~ o g ~ m ~  as ~ o s s ; ~ l g  to ~ ~ R i m i z e  the i ~ p a ~ t  on each, while 

as much funding as possible far class~oom i~s t ru~ t iQn .  The May ~ e ~ i ~ i o n  
the priority of p r e s e r v i ~ ~  flexible funding for c ~ ~ ~ s ~ o a m  i ~ t ~ ~ t i Q n  by 

lowering the cut to revenue limit funding From $612 million to $350 million, now 
only a 1.2 percent reduction C o ~ p a F e ~  to 2.15 percent proposed in January. To 
help pay for his, the May Revision reduces or e l i ~ i n ~ t e s  lower prioiity categorical 

restored as Future ~ ~ n d i n g  permits. 

The A ~ ~ i n i S t F a ~ O n   understand^ that the block grant for categorical aid proposed 
in January while providing significant f i~x ib i i i~~  for local priority setttng, was not 
considered the best a ~ ~ r o ~ c h  for providing i.he rem~inirig fundin . The May R e ~ ~ i o n  
does not propose a specific alternative. The Admin~stra~ion is ready to work with all 
parties to craft a mechan~$m for school funding that helps schools to adapt to the 
funding changes in ~e 2003-04 Budget. 7 3 0  A~minis~rat~on is open to block grant 
type funding or other ~ e c h a ~ i s m ~  to provide increased local choice while p ~ o ~ g ~ ~ i n g  
the neediest 5tudents and preserving the State's account~~il i ty programs and high 
sliident a c h ~ ~ v e ~ e n ~  goals. The ~ d ~ i n i s t r a r i o n  p rop~ses  that districts be allowed to 
use r eserves more flexibly, while encouraging fiscal r e s p o n ~ i ~ ~ l i ~ .  

rams. with the hope that some of the more effective programs can gr~$ua~ly  be 

4 



Class S12e Reduc~ion 

Special ~ ~ u c a ~ o n  

Child Nutntion 

Class Size Reduction f~nding is kl?y restored with a $180  illi ion increase. Specjal 
Education is fully funded with an increase of $28 million in ProPositi~n 98 General 
Fund, and an increase of $69 million in federal funding is proposed to fund mental 
health services. ~ rograms  to assist u n d e ~ e ~ o r m i n g  schools as part of the school 
a ~ c o u n t a ~ i l ~ ~  ~ y ~ e m  are fully funded to meet the needs of current partic~pant$, with 
an increase of over $60 million from the Governor's udget level. ~ u t r ~ t i o n  p 
are fuily funded. Schooi safety programs are funded at the 2002-0~ level. 

4, Proposit~on 98 ~ u n ~ i n g  is $1.5 billion 
hapters 4 and la, Statutes of 
, a 1.8 percent change from 

the Governor's ~ u d ~ e E  level. 

In the Governor's Budget. the minimum funding level for the budget year was 
e s t a ~ ~ ~ s h e d  by Test 3, which adjusts the prior ~ u a r a n ~ e e  level for growth in atten- 
dance and the change in per capita General Fund revenues. A 0.34 percent increase 
in average daily attendance (ADA), an increase in General Fund revenues, and 
increases in Lhe prior year base for the Proposition 98 ca l cu l a~~n ,  r e s u b  in an 
increase af $1.511 billion to the ~ u a r a ~ t e ~ .  

The May Revision proposes to fully fund the guarantee under Test 2. The General 
Fund share of the guarantee increases by 51.503 billion. An $879 million adju~~ment  
is made to the guarantee to reflect the r~s~oration of the child care program to 
Proposition 98. The local revenue share of the guarantee increases $7.9 miI!ion after 
a d j u s ~ ~ ~ ~  for a revisian to the exces5 tax proposal. 



this practice p e F ~ ~ n e ~ ~ .  

The reductions in Proposition 98 
? ~ a ~ o ~ ~  from the 2002 

stions at $122.3 million 
ove the Test 2 ~ ~ a r ~ ~ ~ ~  level 

~ ~ n ~ ~ n ~  per pupil under 
~ ~ a ~ ~ ~ i ~ o ~  98 continues to 

A~~FOpFiation~ for 
will provide a funding 

ievei of $6,638 per pupil. 
Per pupil f ~ ~ d i ~ g  of $6,869 in 
2003-04 represents an increase 
of 3.5 percent over the current 
year. Funding per pupil grows 
mare than $200 for 2003-04 
Fronr the Governor's Budge;. 

n 



b 

I 

$1, 

The May Revision increases t ~ n d s  for K-12 educaeion by $1,642.4 million over IWO 
j Fund resou~ces compared to totals enacted in mi~-year legisl~~ion. 

eneral Fund increased by $1,174.6 mil 
irement System (STRS) increased $ 

con~ributions to the 
.9 million because the 

proposal io  defer or bond ~ 0 0 3 ~ 0 4  payments has been rescinded, and bond debt 
sewice increased $70.4 million. Total ~ e n e ~ l  Fund ~i~ocations of $29.1 billion for 
K-12 education now represent 42.2 percent of the General Fund budget. 

Funds available to K-12 e d u c a ~ i ~ n  from all sources are increasin from $54.5 billion 
in 2002.43 to $55.5 billion in 20~~-04, a 1.8 percent increase. General Fund 
declined $536.7 million, while local property taxes grew by $1.1 billion and federal 
funds grew by $450.2 million. Major General Fund changes include: 

P. reduction of $465.7 inillion for STRS p ~ ~ ~ ~ ~ n t s  

An increase of $803.9 inillion to pro~osi~ion 98 General Fund 

A decrease of $93.4 million For S ~ h o l a ~ s ~ ~ r e  ~unding 

A decline of $779.6 million in the use of Proposition 98 Reversion Account 
General Fund 

includes e s ~ i m a ~ e ~  K-12 ADA growth of 1.75 percent, up from 
the Governor’s Budget. Gcneral  FUR^ costs for school district 
e of e ~ w ~ a t ~ ~ n  rev~nue limits d e ~ ~ ~ a s e  by $29.9 million, r ~ u l ~ n g  
g~ificant i n c r ~ a ~ ~ s  in local property taxes that are partially offset by 

increased ~ s t i ~ ~ t e s  of ADA, and other ~ i s ~ e ~ l a n ~ o ~ s  a~justm~flts.  

ear, the revised ADA growh is up slightly, from 1.00 percent to 
1.34 percent (about 36,000 ADA higher than the ~ a n ~ a ~  estimate). The total 
number of ADA is estimated to be 5,911,519 in 2002-03 and 5,990,495 in 2003-04. 



The .May Revision provides over $272 million in new funds to provide an increase in 
?he e s ~ ~ m ~ t e ~  ~ r o p o s i ~ o n  98 ADA growth rate from 1.00 
in budget year. Major adjust~ents  include increa$es of $3 
school district a ~ p o ~ o n m e n t s ,  $12.8 million for special 
of $0.5 million for county oRce of educatio~ a p ~ o ~ o n m ~ n ~ ~ .  Other major 

iudr s i ~ n ~ ~ c a n ~  costs to p 

rcent to 1.34 percent 
.4 million for K-12 
cation, and a decrease 

for re~uctions in Public ~mployees’ 
m (PERS) offset ~ u n d i n ~  of $51.7 million and an increase in 

i insurance costs of $25.2 miiiion. The PER$ and u ~ e m p l ~ ~ e n t  
e n s  reflect estimated rate increases to 10.42 percent. and 

0.30 percent, r ~ ~ ~ ~ ~ i v e l y ,  of p~ojected saiaries. 

t S  

evenue limit funding canstitut@s ihe basic funding source for ci 
i n s ~ ~ ~ ~ t ~ a n .  The May Revision provides a net increase of nearly $262.4 million to 

nue limits, after restoring cur~ent  year across-the-board reductiQns total~ng 
12.4 million and then r ~ d u c i n ~  r~venue limits by approximately 1.2 percent, or 

___ ___I.___ 

~ o d ~ ~ ~ ~  the ~ o v ~ r n o r ’ ~  Udget ~FO~Osal t0 0 

million in basic aid exce taxes by reducing 
0 million. Further, the ~ r o p o ~ a l  is modified to offset only Slate categorical 
,ding that would ~ t h e ~ i s e  be provided to excess tax districls. The revised 

~ r o ~ o s e d  elimi~ation of the $120 per pupil basic aid p a ~ e n t - t o  a reduction of 
~ ~ ~ r o ~ ~ a t e l y  4.5 percent, consi~tent with the overall level of reduction tQ non- 
basic-aid districts. 

it the impact on basic aid d i s t ~ c t s - ~ o g e ~ e ~  with the p r e ~ o u s ~  

The May Revision proposes to increase funding for the K-3 Class Size Redu~ion  
p r o ~ r ~ ~  by $179.7 million to rescind the across-the-board r ~ d u c ~ i o  
for the program. This increase h i i y  restores the program’s base fu 
2003-04. 

l _ - l _ _ _ _ _ ~  

Y 
The May Revision provides an a~di t~onal  $65.3 million for acc~~ntabil i ty programs 

fund schoois ~ ~ ~ j c i ~ ~ t j n ~  in l ~ m e d i a t ~  iiiteNentionlunderperforming Schools 
ogram (II/USP) ($44.4 mi l l~o~)  and the High Priority Schools Grant Program 



WPSGP) ($20.9 million) at $200 per pup8 and 
20 percent deferral. The augmentation to MPS 
to pa~ticipa~e in HPSGP so that these schools in the first decile of the Aeademic 
pe~o~rnance  index with an ap~licat~on for ? a ~ c ~ p a t i o n  that has been a ~ p r o v e ~  
by the ~ e p a ~ m e n t  of ~ ~ u e a t i o n  (SDE) would be funded at $400 per pupil, 
20 percent deferral, be~inning in 2002-0~~ The May ~ e ~ s i o n  ~ o ~ t a i ~ ~  a balance 
of $4 iniiiion for HPSGP that will be available to expand the HPSGP subject ta the 
enactmeill of legislation for this purpose. 

The increase in Funding is comprised of the resroration of the a c r o s ~ - ~ e - b o a ~ d  
cuts to these programs ($41.8 million) and payment of the 20 percent d e ~ e ~ a ~  of 
2002-03 funding contained in SB 18X ($81.6 million). These i n ~ ~ a ~ e s  are offset 
by con~in~ing  the 20 percent deferral established by SB 18X (-$66.0 million). 
~dditionall~, the May Revision proposes to reducg P r o ~ o ~ i t i ~ n  98 ~ n d i n ~  for these 
programs by $23 million, which is offset by an i n ~ e a ~ e  of $30. mi~lion From the 
P r o p o s ~ ~ i ~ n  98 Reversion Account for II/USP this last action also r e ~ Q v e $  the last of 
the Il/USP shortfall in the 2003-04 Governois Budget. 

0 per pupil, respective~y, less a 
llows an a d ~ ~ o n a i  86 schools 

I___ - 
~~~~e~ 

The May Revision continues the ~ d ~ i n i s t ? a ~ i o n ' 5  efforts to reduce testing time 
and streamline the Stare's system of assessments. Funding For the Golden State 
~xarn ina~ ion~  (GSEs) are e l l ~ ~ n a t e d  and the English ~anguage Aris and 

) 
Program to be used in a pilot program by the ~~ l i fo rn i a  State U ~ v e ~ i t y  for the 
purposes of p l ~ e e ~ ~ e ~ ~  and r ~ m ~ ~ ~ a ~ ~ o n .  This action provides not only a savings of 
a ~ p t ~ ~ i m a ~ e l y  $11.7' million from the 2002 Bud et Act level, it also elimjnates II 
e ~ a ~ i n a t i o n s  and links ~ t a n d ~ r d ~  and a s ~ e s s m e n ~  between the s e c o n d a ~  level and 
higher education that has not p~eviously existed. FurVler, the May Revisio~ indudes 
an u ~ a ~ o c a ~ e d  reduction OF $13 rniilion in the Testing Programs. The ~ d m i n i s ~ a t i ~ n  
notes the Legislature's concerns regarding testing volume and time and will work 
 with the Legislature to determine how the $13 million reductian will be a l l ~ a t e d .  

rnatics GSEs are i ~ ~ e g r a ~ e d  into the S ~ a n d a r ~ e d  Testing and Repo~ing 

The May Revision provides a net General Fund increase of $27.8 million and also 

in rhe Governor's Budget. These increases allow fti 
maintain the year over year State aid funding commitment. In addition to growth 
funding, $ ~ ~ ~ , 0 0 0  in additio~ial fedemi funds is ~l lo~a ted  to schools as a p e ~ m a n g ~ t  
increase 10 the base funding ievel for the Special Education program. Further, the 
May Revision provides $4.9 million in funding from the Proposition 9 
Account to fund prior year costs resulting from ~rowth-reiat~d increases. 

includes an addiiio 1535.6 million in federai fund o w  ~ ~ o ~ n ~  ~ ~ o ~ Q ~ $  
11 funding of growth and 

OVERNO 



The May Revision provides $69 million in federal funds to provide mental health 
vices for children with exception~l needs, as re~uired by the ~ e ~ ~ r a l  lndiv~duai~ 

ivities for services provided to children with e x c e p ~ o n ~  needs as part of the 
es ~ d u c ~ ~ o n  Act. These funds will offset re~mbur~abie mandate 

pupil~s i ~ ~ i v i d u a l ~ ~ e d  e d ~ c a ~ o n  plan (E?). The Adminis~ratio 
d parties to develop trailer bill la 
vices are provided. 

ans to work with 
slilture and intere 
e to ensure these 

sion proposes to eliminate $250 million p r ~ ~ o u s l y  ~roposed for 
iated by Chapter 1167, ~ ~ a t ~ e s  of 2002, 
osed in the. Governor's 

_I _. 

The May ~ ~ v i s ~ ~ n  ~ ~ o p o s e s  $35 million to ~ ~ t i ~ ~ t e  the PER5 offset to revenue limits. 
This represents a ~ e ~ ~ o r a ~ o ~  of a ~roposed r e d u ~ ~ i o n  in the ~ovemor's Budget. 

to ensure that core schoaf district budget 
ded by the County OFfice Fiscal Crisis and 

. ~ ~ n a ~ e ~ e n t  ~ s i s t ~ n c e  Team ~ F C ~ T ~  will be provided during these djffic~t 
fiscal times. 

_ _ _ ~ ~  

n in c~tego~ical pro ram reduc~ions were 
proposed on an across the board basis. Of these. $835 miliion are proposed to be 
restored in the May ~ ~ ~ ~ s i o n ,  while $19 million are reta~ne$ because they reflect 
natural savings. To repiace these reductions and increase f u n ~ i n ~  for apportion- 
ments, specific program Fe~uction~ are proposed. These r e ~ ~ ~ o n s  reflect the 
~ ~ d ~ i n ~ s t r a ~ i o n ' s  discussions with the education c o i ~ m u ~ i ~ ~  and members of the 
L ~ ~ ~ s ~ ~ t u r ~ ,  The Iable below lists the most s ~ ~ n ~ f i c ~ ~ t  reductions. 
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rical ram 

~ ~ ~ i ~ l i ~ a t i o n  
Deferred ~a in~enance  

~eaching a s  a Pnonty 
ins~ru~tionai ~ a ~ e r i a l s  
~ l o ~ e n t a ~  inte~sive Reading 
Peat ~ s s i ~ t a ~ c e  and Review 
~ i t l e r - u n ~ h  ~ e a d i n ~  
School l ~ p r o ~ e ~ e n i  
S ~ p p l ~ ~ ~ ~ ~ ~ l  Grants 

(in millions) 
$250 
129 

125 
89 
76 
31 
25 
29 
42 
80 

a5 

eali ~ ~ ~ ~ s a l . ~ C h i l d  care, or~g~nally a parl of the $8.2 billion 
real i~nmen~ proposal, is propo~ed to be re~nsta~ed in the ~ ~ 0 ~ - ~ 4  ~udge t .  Realign- 
ment ~ e ~ a i n s  a crucial componen~ of s t r ~ c t u r ~  reform. However, to provide mare 
time for i e g ~ a l a ~ i ~  conside~a~~on, the majority of the Adminia~~t ion '~  J ~ n u a ~  

deferred lo the remainder of this legisiati~e session 

Tne Ad~inist~ation believes child care ~eali~nment  continue^ to be a viable way 
to resolve a n u ~ b e r  of policy an 
s~b§~dized p r o ~ r a ~ s .  By giving 
care services in conji~nction with other social services for the same famili 

scal c ~ n c e r n ~  that have plagued the State's 
nties both res~onaib~iity to a d m i n ~ s ~ r  child 

in child care e x p e n ~ ~ t u r e ~ ,  it was expected that the proposal would 
uitable access and improve coord~nation of services for the neediest 

familks. enhanee ~ e c o u n t a ~ i l i ~ ,  decrease fraud, and facilitate i n ~ e ~ r a ~ o n  of local 
priorities and ~ n d i n ~  sources.  oreo over, the Adm~nis~ation had p ~ p o s e d  a r~venue 
stream that would have provided a growing revenue source includiog over $1 billion 
from n w  ~evenues. ~n~orlunately, the Stale's fiscal problem has not improved so 
cost reducUoils are necessary as the program is restored to state operations. 

The ~ d m i ~ i ~ ~ ~ ~ ~ n  continues to be concerned with growth in ~ ~ W ~ R ~  Stage 3 
While the May ~ ~ v i § i o n  restores the child care programs in their current form, 

Legislature to address these problems. 
the A d ~ i ~ ~ ~ ~ r ~ ~ ~ ~ n  will work with ~ t ~ k ~ h ~ ~ ~ ~ ~ ,  ~rnpl~rnen~ng ~ g ~ ~ ~ i ~ s ~  and the 

und Shifts-in order to restare child 
Care to State administration and meet competing priority needs in Proposition 98 
education programs, the A d ~ i n ~ s t ~ a t i o n  has carefully reviewed r e s t r ~ ~ u r j n g  options 
included in the 2002-03 Governor's Budget c ~ m ~ ~ e h e n s i v e  res~ructuring proposal. 
Rased on that effort and combined with the avaiiabiiity of one-time T e m p o r a ~  



Assistance for Needy Families (TANF), the A ~ m ~ ~ s t ~ a ~ j o n  p r ~ ~ o s e s  a series of 
ble reforms that are aimed at preserving ~ s ~ i n g  p r o ~ ~ m s ,  ~ r e ~ e ~ n ~  

access for current ~ u ~ a ~ ~ i ~ e d  popuiatio~$ and s ~ ~ n g  a balance with other K-14 
needs far 2003-04. 

Qver211, the , ~ d m ~ n ~ t r a ~ ~ o n  proposes a total ~ u o d ~ n g  level of $1.867 billion for 
the restored programs, However, this funding level con~inues reliance on one- 
time funding $a~u~ions which will create a ~ ~ ~ ~ i o n a ~  ~foblems in the future, absent 

ions produce a total of $384 ~ i i l i on  in Pro~osition 9% 

Id care services to children 12 years of 
ies to 13 year old children. 

services to ~ g ~ a n d f a t h e r e ~  Families 
I s u b s i ~ i ~ ~ ~  care. No other state 

offers subsidies for incomes at the level California cu~ent ly  provides. 

iilian ~ a v ~ ~ g s  by iInplementing ~ ~ ~ ~ o n ~ l  Market Rate ( 
with ie~slative inte ressed in the 2002 ~ u d g e t  Act that: (1) lowers 

' rate limits if those em do not parti~ipate in the market by serving 
subsidized families ohibits payment of an hourly rate for full-time 

care; and (3) limits the even kend ~remium rate to l i c e n ~ ~ d  providers. 

$44 niiiiian savings by reducing the RW-2 ceiling for licensed providers to the 
80th percentile of the ~egional market. No other state offers reimbursement to 
this leve!. 

$33 million savings by impiementin~ a modified family Fee schedule. Families 
would begin ~ o n ~ r i ~ u t ~ n g  a share of child care costs when family income reaches 
40 percent of the current income level index used for .de te~ in ing  eligibility. Fees 
would increase on a sliding scale with Family income, but would be capped at 
10 percent oli Lhe fam~ly '~  income at the highest income level, consistent with 
federal ~u~delines. Families still on cash aid would pay no fees. 

ding (a) $35 million reduction in Stage 3 
caseload costs from the January e s t i i ~ a ~ e ~  and (b) $4 million State PreSChOOl 
? a ~ i c j ~ ~ t i o n  savings. 



$13 million reduction to non-direct care services includi~g: (a) teacher ret~ntian 
~ o f l u ~ e ~ ~  which is offset by recent i ~ P ~ e m ~ n ~ a t i o f l  of a $24 mlilion P F n ~ s j ~ o n  10 
C o m ~ i ~ s ~ o n  initiative; and (b) $3 m~llion ~eduction to Resource and ~eferral 
p r o ~ r a ~ 5  ($17 mjllion remains for the most essential supportive services). 

$15 million Proposition 98 General Fund reduction by u~ilizin one-time fedemi 
funds and ~ n l i ~ ~ i ~ a t ~ d  ~ a I ~ ~ R ~ s  carryover hinds that are 

$101 million in one-time TANF funds to offset ~roposi~ion 9 

il revised estima~es~ the average monthly caseload 
reased from the Governor's ~ u d g e t  estimate of 101, 

102,500 chiId~en due to adjust me^^^ in the c a i c ~ l a ~ Q n s  of the nurnbe 
affected by the ~e~e ra l  five-year ~ a l W ~ R ~ s  time limit. The $48.3 rniilion af 

e caseload is funded through TANF transfers to the Child 

nentioned ~~eviousiy,  Sta5e 3 caseload decreased 
, re~ecting a caseload drop from 70,400 La 64,200. 

. ~ d d ~ o n a l ~ y ,  savings of S12 million in ~roposj~ion 98 for the revised current year 
estimate are proposed for reversion to the Pro~o~i t ion  98 Reversion Account. 

The May ~ e ~ s ~ o n  proposes to re nd the acros5~the..~oard reductions proposed for 
the After School Safety and Edu 
action fully restores the program's base fund~~g level of $121.6 million and will help 
increase oppo~un~t~e5 for school age children, including IS year olds who may be 
displaced due to the child care reform proposal. 

on Program in the amount of $14.3 million. This 

The May Re~sion reduces funding far this Adrninis~ation initiativ~ that provid~s 
15,000 p ~ i n c i ~ a l ~  and v ~ ~ e - p r ~ n c ~ p a l ~  with t ~ ~ n ~ n g  in j n s t ~ ~ ~ ~ ~ n a l  ~ ~ n d a r ~  and 
effective school ~ a n a ~ e ~ e n t  t e c h n i ~ u e ~  by $22.5 million. This reducti~n will deiay 
~~mple t i on  of this program into ~0Q4-Q5. The A~rninistration r e m ~ n s  c o m ~ ~ t e d  to 
this program and has reached an ag ree~en t  with the Gates ~ o u ~ d a t i o n  to continue 
providing 25 percent ($1,000) of the $4,000 per participant cost through 2004-05. 



-- 

The May Revision ~ o n ~ i n u e ~  $12 million in federal fund in^ for the a~s i~nmen t  of 
student i de~ t i~e r s  and for the $eve~op~ent  of the $ a t a b a ~ ,  which is nece~sary to 
comply with the data r ~ p o ~ i n g  r ~ ~ ~ i r e m e n ~ s  of the federal No Child Le 
Act. In ad~i~ion ,  the May Ravi~ion con~a in~  an a$di~i~nal $9.7 million in 
Title Vi funds that could also be used far the d e ~ e ~ o p ~ e n ~  of the d a ~ a b ~ s e ,  if 
necessary. The SDE is sc~eduled to c o ~ p l ~ ~ ~  a Feasibility study report for the 
~ ~ y e i ~ ~ ~ ~ n t  of the database in ~ 0 Q ~ " a ~ .  

Due to current fiscal  constrain^^, the May R~v~sion propo~es the following budget 
~ d ~ u ~ ~ ~ ~ n ~ ~ ~  

$ ~ ~ ~ ~ ~ ~ , O ~ ~  General Fund increase to rescind the prior ~ r ~ ~ o ~ a l  to shift fu 
bar TransactJon Based R ~ i ~ b u f s e m e n ~  to local fees. The State Library a 
that this p r ~ ~ r a ~  is a high priority, relativ~ to other local ass~s tan~e  p ro~ram~.  
This Froposal will ensure that co~-ef~~ct ive  r e s o u r c ~ - ~ h a ~ n ~  i n f r ~ ~ ~ ~ F e  
~ ~ ~ a ~ n ~  intact and that ~ a i i ~ o ~ i a  ~ontinues to receive Federal funds for one-time 
projects and system e n ~ a n c e ~ e n t ~ ~  

00 General Fund increase to offset a lower, mare a~hievable level of 
user fees ~ $ l , Q ~ 0 , ~ G ~ ~  for ~ u p p ~ ~ i n ~  State Library services. 

~ ~ 4 ~ 9 ~ ~ , ~ 0 0  r e d u c ~ ~ o ~  for the Public Library ~oundation lo offset the r e s to~~ ion  
of ~ r ~ ~ s a ~ i o n  Based Re~niburs~men~~ arid ~ o n t r i b u t ~  to the overall budget 
solution. Remaining f o ~ i ~ ~ ~ t ~ o ~  resources would be provided for the libraries 
niost in need on a fiscal basis. 

QVE s 4 



position 96 General Fund expenditures for the ~alifornia 
~ o ~ m ~ n i t y  Colleges (CCC), ~ u b ~ e ~ u e n t  to Chapter 4, Statutes of 2003, First 
~ r a o ~ d ~ n a ~  Session (SB BX), are reduced by $30.5 million. augmented 
CCC funding by $38 miliion to backfill a projected decline in lo erty tax 
revenues below the ievei projected in the January Governor's Budget. The most 
recent data indicates the ~ h o ~ a l l  is only $73  million below the January level. 
Therefore, the current year budget wit1 be reduced by $30.5 million to reflect the 
most recent data and capture the excess fundin 

t?ar 
The May Revision proposes a $305 million rapasition 98 General Fund increase for 
locd ~ss iseanc~~ which is offset by increase Lease Purchase ~ a ~ m ~ n ~  re~mburse~ 
men& in the amount of $ 9 0 9 ~ ~ 0 0 ,  for a net increase of $304.1 ~ i J l ~ o n .  This funding 
would signi~cantIy augment or fuIly restore various c o m m u ~ i ~ ~  college programs 
and services from the levels proposed in the Governor's Budget. ~ a j o r  adjustments 
~ R C l U ~ e ~  

$154.7 million to reflect a reduction in the proposed s ~ u ~ e n t  fee increase 
from  unit to $7/unit for a total fee of SlBfunit. This change wlll restore 
~pproxim~tely 25,000 credit full-time e~uivaient (FTE) students for budget 

tly reducing the expected levels of attrition projected in the 

566.6 miiiian to restore proposed budget year across-the"board redu~ions  to 
ap~o~ ionmen t s .  ~ d d i t ~ ~ ~ a ~ l y ,  growth funds are increased $4.4 mil 
of the higher current year apportionment base resulting from SB 1 

$55 milkion to reflect a r ed~c~ ion  in the amount proposed to be el~mjnated 
due to illegal concurrent ~ n r o l l m e ~ t  practices. This augmentation will restare 
approxi~ately 15,000 FTE students in the budget year, or appro~m~te ly  
70 percent of the projected concurrent enrollment FTE students loss assumed 
in the Governor's Budget. 



DITU 

Semices. These pro~rams are restored to within 99 percent ofthe 2002 Bud@ 
Act levels. 

i v e ~ ~ ~  of ~ ~ i ~ o r n i a ' s  (UC) Generai 
nuc losses pursuant to the antici- 

gular Session that would offer fee 

ia Stare Universiw's (CSU) 
proposed in the ~ ~ ~ 3 - ~  

A $7.5 million reduction to eliminate a ProRata a s s e s s ~ e n t  that was i n a d v e ~ ~ n ~ y  
 char^^^ a ~ a ~ n s t  the General Fund. 

~ u ~ ~ ~ ~ ~ ~ ~ i o n  of $1.5 million to backfill s t u ~ ~ n t  fee revenue losses pursuant to 
ant i~i~ated e n ~ ~ t ~ ~ ~ ~  of legisla~ion in the 2003-04 Regular Session that would 
r fee Miaivers for California National Guard ~ e ~ b e r ~ .  

SSi 

The May Revision oposes ta consolidate the C~l i forni~ ~ o s ~ s e c R n d a ~  E ~ ~ a t ~ o n  
~ o m r n i ~ ~ ~ ~ ~ ~ ~  CP ) ~ c ~ v i ~ ~ ~  with the ~ a ~ i f ~ ~ n ~ a  Student Aid Commi~~ion (CSAC), 

islati~n ~nticipa~ed to be enacted in the 2 ~ 0 ~ - 0 4  Re~ular Session. 
A c c ~ r ~ i ~ ~ ~ ~ ,  the $ ~ ~ ~ ~ ~ O O  General Fund proposed in the Governor's Budget would 
be shifted to CSAC. . ~dd i~ ion~ l~y ,  $5.0 million in federal local assistance is shifted 
from CPEC to CSAC. This cor~sol~~a~ion will provide a d ~ i n i ~ ~ r a ~ i v e  savings over the 



ar 
evision proposes a $20 million ~educ~jon  in local a.ssi 

with revised e~timates of the number of Cal Grant ~ n t i ~ e m e n t  awards that will be 
issued in ~ ~ 0 ~ - 0 4 .  

ar 
vision proposes net General Fund reductions of $29.2 mjilion from the 

Ievel proposed in the 2003-04 Governor's udget, as noted below. 

$ ~ ~ ~ , ~ O ~  in state o p e r a ~ o ~ s  funds that will be shiRed from CPEC to CSAC for 
state  operation^, pursuant to the co~soiidation of activities proposed for these 
 organization^ d~scribed ~reviously. Addition~iy, $5 million in federal local assistan~e 
is shifted from CPEC to CSAC. 

$ ~ ~ 0 , 0 0 0  for one-time impleme~ta~on  costs associated with the conso l~d~ t i~n  
of CPEC to CSAC, This ~ u n ~ i n g  would help facilitate the ~rans~tion to the reduced 
CPEC staffing level that was proposed for the 2003-04 fiscal year. 

$20 million in local assistance associated with revised estimates of the numbe~ of 
Cal Grant awards that will be issued in 2003-04. 

$7.7 million in CSAC state operations costs are shifted to the Student Loan 
Operating Fund (SLOR. This is in accordance with federal re~u~ations,  which allo 
SLOF to be used for financiai a i d~ re~a~ed  activities that benefit ~ u d e n ~ $ ,  as selecte 
by the ~ u a r ~ n ~  a ~ e n ~ y .  

$3.0 million one-time local assistance cost savings by eiiminating the Cal Grant T 
program and a u ~ ~ o r i ~ n g  700 addi~ional Assumption p ~ o ~ r a ~  of Lo 
cation {APLE) loan a s sump~ i~n  warnan& be issued. This corresponds to the number 
of Cai Grant T awards that CSAC estimated would be issued in 2003-04. One-time 
savings would be offset as loan assumption$ are paid in the future. 



The May Revision would also prohi~it the is5uance of new ~ ~ a d u ~ t e  APLE loan 

The May Revision proposes reducing the Schol~rshare l n v e ~ ~ e n t  Board's ( ~ I E ?  
General Fwd by $16. rniilion, to reflect revised e s ~ i ~ a t e ~  of the n u ~ b ~ r  of ~ ~ v e r -  

Awards and Distin uished  mat^ and Science Awards that will be 
is c~ns ia ten~  with ~ ~ a t u t R ~  changes adopted in 
~ x t r a o r d ~ n a ~  Session (5 
0" grade ~ t u d ~ n ~  who qualify for awards until 

e. This redUct~on is also c ~ n ~ i ~ ~ ~ n t  with the 
Slate Board of ~ ~ ~ J c ~ t i o n ' $  adopted changes to criteria ~ o ~ e m i n ~  which C a l ~ f o ~ ~ a  
~ t ~ n ~ a ~ d i ~ e d  Test ~ a t ~ e ~ a ~ i c ~  e x a ~ i n ~ t i a n §  a student may take to qualify for a 
~ ~ v e r n o ~ ' ~  Schoi 

The May Revision also proposes that the Governor~s Schola~shi~ Programs be 
restored. The A d ~ ~ n i ~ ~ r a ~ ~ o o  intends to submit ~ a i ~ r  biil l e ~ i ~ l a t ~ o n ,  to acco~pany  
tire Birdget Rill, that will r~ins~ate the s ~ a ~ i i t Q ~  aut~IQri~ation. This prR~ram was 

of the ~ g r e e ~ e n t  to create the Cal Grants ent i t l~m~nt  and 
ms for low income students. As such, the a ~ o l ~ s h ~ n ~  of the 
er 10, ~ t ~ ~ u ~ ~ s  of 2003, First ~ ~ r a o r d i n a ~  Session (5 
ement and would deprive thousands of students the o p p o ~ u n i ~  

. 
lSX), which a u t ~ o r i z ~ d  

to be recognized FQF academic excellence. 



____ 
l___ 

itions and the State’s 
 illi ion Genera! Fund fiscal constraints, the Gavernor‘~ Budget inch 

~nal!ocated reduction lo the ~ u d i e i a ~ .  The ~ u ~ e ~ a l  Council has s u ~ m ~ ~ e d  a plan to 
allocate these redi~ctions among their various ~ r ~ ~ r ~ s  and items of ap~ropriatio~~ 

The follow in^ details the allocation of the ~ e d u ~ t i o n s  to i tate operations: 

A reduction of $2 million to the S u p ~ e ~ ~  Court. 

A reduction of $9.3 rnillian to the Courts of A p p ~ a ~ .  

A reduction of $2 million to the Judicial Council 

o A reduction of $275,000 to the Habeas Corpus Resource Center. 

The ~ o l l o ~ n g  details the allocation of the r e d u c t i ~ n ~  ta local assistance: 

P, r ~ d ~ c t j o n  of $1 million to the ~ a l l f o ~ i ~  Drug Court Projects. 

A reduction of 5192,000 to the Court Appointed Speciaf Advocate 
( C A W  Program. 

A reduction of S83.000 to the Model Self-He!p Program 

A reduction of $2.8 million to the Equal Access Fund. 

It reduction of $36,006 to the Family Law lnforma~ion Centers. 

9 
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f $5.5 million General Fund is 
propased for increased retirement costs for the trial courts throughout the Slate. 



in~luded to fund the increa$ed costs of workers’ c o ~ p e n s a ~ o n  for the trial courts. 

iease of $3.6 million General Fund for increased costs 
iding security at trial court facilgies. 

s--An increase of $3 miilion General Fund is Froposed 
to fund the costs of ~ h a ~ t e r  1009, ~ t a t u t e ~  of 2002, which requires the courts to 
provide free service of process of a protecttve order, res~~aining order, OF injunction 

e sewice of process is a result of domestic vioience, $ ~ a l ~ n ~ ,  or a threat of 
ai assault. Chapter I009 also requires local law enfor~ernent a Q e n ~ e s  to bill the 
rior court for payment of the fees related to the sewice of profess. 

s ~ v ~ n ~ ~ ,  a transfer of $80 million from the State Court F a c ~ i ~ ~ s  Const~~ction 
Fund to the Triai Court Trust Fund is proposed as a loan ~ e p ~ y a ~ l e  by the General 

und. An a§~oc~ated reduction of $80 mitiion to the General Fund transfer to the 
Tmst Fund is also proposed, This level of revenue from the State Court 
o ~ s t r ~ ~ t ~ ~ n  Fund is not planned to be used for c o n s ~ ~ ~ ~ o n  projects until 

ion ~~~d ~ o ~ ~ ~ l n  order to achieve General Fund 

n ~ ~ ~ ~ - C o u ~  security, originally a 
o be reins~&ted in the Budget. Reaii 

c o m p o n ~ ~ t  of structural refom. However, to provide rn 
c ~ n ~ ~ d e ~ a ~ o n ,  the n a j o r ~ y  of the Admi~~s~~a t ion’s  &nu 
is being deferred to the r e ~ ~ ~ n d e r  of this legi~lative ses 
004-05. Therefore, an increase of $300 million General Fund is proposed for court 

nt includes $266,9~4,000 for the base funding for court security 
fund the proposed increased court security costs included in 

ction-Due to current economic conditions and the State’s fiscal 
or’s Budget included a $116 million ~ n a ~ l o c ~ t e ~  General 

Fund r e d ~ ~ ~ ~ i o n  to the State Trial Court ~ u n d ~ n g  budget. The Judicial Council has 
~ u ~ ~ ~ ~ e d  a pian to allocate these reductions arnoni their various progrerns and 
items of a ~ p r o ~ r i a ~ i o n .  

llocation af ?he ~ ~ d ~ c ~ ~ o n  to State Trial Court F u ~ ~ ~ n  

A reduction of $87 million to the Support for the Operation of the Trial Courts. 

eduction of $10 million to the CorRF~nsatio~ of Superiar Court Judges. 

4 reduction of $1 9 rnrllron to the Assigned Judges. 



A reductjon of $5.1 million in General Fund resources transFerFed to the J u ~ ~ c ~ ~ I  
~~minjs t ra t jon and Mode~izatiOn Fund. 

A transfer of $12 million from the Trid Caurt ~ ~ p ~ o ~ m e n t  Fund ta the ~ ~ n e r a l  Fund. 

The May R ~ ~ ~ i o n  includes $7~0,000 for unanticipated legal expert cosls to continue 
iititga~ion in &he ~ t r i n ~ ~ e l l o w  toxic dump site matter as a result of new toxic ~ n d i n g ~  
at the site. 

~ a ~ - ~  increase of $3.7 million and 30 
a1 case woF~Ioad in the Appeals, Writs, and 

Section of the ~riminal Law ~ ~ ~ s i ~ n .  

osts-6m a u ~ ~ e n t a ~ o ~ n  of $3.5 rn~ll i~n,  with a cor- 
i ~ ~ u r ~ e ~ e n t  authority, is p ~ ~ p o ~ d  i 

of forensic seriices provided to local agencies. The  overn nor's 
p r o p ~ ~ a i  to assess local agencies a portion of the co 
physical evidence. This fu~~ding would support those 
charge ?ocals for these seiliices. 

~ ~ u ~ a i  ~ ~ ~ s e  ~ ~ Q s e e ~ t i ~ ~  
restore funds for program ~ t a  
with the prosecutian of domestic violence cases. 

the costs 
t included a 

of processi~~ and a n ~ y ~ ~ n ~  
sts, e l i m ~ n a ~ n ~  the need to 

am--An increase of $3.2 million is proposed to 
nd iacal assistance grants to counties to assist 

am-An au~mentation of ~ 2 6 ~ , 0 0 0  and 3 positions is ~n~ iuded  
~ ~ s o u ~ e ~ s  to assist with ~ ~ m p l ~ n t  m o n i ~ o r i ~ ~ ,  ~ n f ~ r c ~ ~ ~ ~ ~ ,  

and database mana~ement  for the federal ''Do Not  Call" program which restricts 
telephone solicitors from contacting subscribers p a ~ c i p a t ~ n g  in the program. 



the ~ e p a r ~ m e n t  of ~orrections' (CDC) spring e ~ t j m a ~ e ~ ,  the May 

is 129 fewer inmates than p r o ~ e ~ e ~  in the 2003~04  overn nor's ~ u ~ g e ~ .  The revised 
population estimate represents an increase of 2,553 i~ma te s  (1.6 ~ ~ c ~ n t )  from the 
June 30, 2002, popula~jon level. 

The ~F~ jec t ed  June 30, 2003, parolee population is 116,549. Thb is a decrease 
~8684 ~ a r o l e e ~  froin the number proje~ted in the 2003~04 Governo 
The revised parolee p ulation est~mate represents a decrease of 3,7 
(3.1 ~ e r c ~ n t ~  from the June 30, 2002, level. 

While the ~ h a n ~ e s  in populatian are reiatively minor, the CDC has i n c u ~ e d  costs 
to realign its bed a v a i l a ~ i ~ ~ ~  with the type and level of inma~es it houses. The net 
effect of the ?o?ulation changes listed above, as well as other a d j u ~ ~ e ~ t s ,  and 
~ ~ t i ~ a ~ ~ d  current year savings that did not ~a te r j~ l ize ,  is a cost 
of $46 million, and a savings to the Inmate W e ~ ~ ~ r e  Fund of $45 

The May Revision also reflects an addi~ional $69.4 million to cover u ~ b u d ~ e t ~ ~  
costs in oveflime, temporary help, and workers' compen~at i~n.  

he G e n ~ a l  Fund 

Based upon the CDC spring  estimate^, the May Revision reflects a June 30,2004, 
 ation ion of 161,287 inmates, which is 248 inmates more than p ~ o j ~ c t e d  in the 
03-04 ~ o s e r n o r ' ~  Budget. The revised inmate population e s t i ~ a ~ e  reflects an 

increase of 755 inmates (0.4 percent) from the revised June 30,2003 p~pulatjan 
 ate. 

The spring p~pulation e~~imate  for parolees as of June 30, 2004 is 115,467, which 
is 80 more parolees than projected in the 2003-04 Governor's ~dget. The revised 
parolee population level ~ r o j ~ c ~ , e d  for the budget year represen 
1,082 parolees (0.9 percent) from the revised population estimate for June 30, 2003 

As noted above. whiie the changes in popuia~ion are relatively minor, the CDC wit1 
incur costs to reaiign its bed availa~ility with the type and level of inmates it houses. 
The net eFfect of the poRuiat~on changes listed abave, as well as other adjus~ment~, 
and the budget year component of estimated savings that did not mater ia~~e in 
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2002-03. is a cost to the General Fund of $59 million, and a savings to the l n ~ a t e  
~~~~~r~ Fund of ~~~~~~~~. 

_ _ I ~  

Due to the lower level of resources available for 2003-04, the May Revision prapases 
a reduction of $34.7 million for the CDC, which would result in a total reduction of 
$86.6 million, when the January reductions are included. These reductions 
carefui co~ideFation of the need to make cuts in expenditures~ while prese 
public safety: 

elay s---$5.4 million savings associated 
with a delay of the activalio~ of 500 s u b s ~ ~ n c e  abuse treatment beds for 12 m ~ n ~ s .  

a! A ~ ~ ~ f l i S ~ ~ a ~ ~ F S '  
n at the ~ e ~ ~ o ~ ~ l  

~ ~ s ~ ~ i ~ ~ s ~ $ ~ ~ ~ , O O O  savings associated with a 

~ F a ~ r ~ ~ ~ ~ ~ 6 , a O O  savings re~ulting from the closure of the Office of 
l n v ~ s ~ ~ a ~ i v e  Services, Inlxrnal ~ f a ~ r $ - S o u ~ h e c ~  Region Office. 

I i ~ ~ R a ~ j ~ R  sf 7k 
e iminalion of Corr 

~ r g e ~ n ~ ~ - $ 2 . ~  million savings due to the 
nts associated with the 7k t ~ a ~ n ~ n ~  p~og~am.  

s ~ ~ ~ ~ ~ ~ - $ Z . ~  rniilion savings associated with the reduction of 

&no 11- $8.8 million savings as a result of the 
mil March 2005. 

~ i ~ i ~ ~ ~ a ~ ~ ~ ~ ~ $ ~ . 3  million savings as a result of 
i n c r e ~ s i n ~  ihe span of control of Parole Admi~strators from five parole units to eight 
parole Units .  

~ d ~ c ~ i ~ ~ ~ -  $13 million savings resultin 
from improved pharmacy p r e s c r i ~ ~ ~ o n  protocols, reduced referrals to outside 
~ m ~ ~ ~ e n c y / u r ~ e n t  care facilities, and reduced disease category requests for service. 

It is a ~ ~ ~ c ~ ~ a t e d  that the cost savings identi~ed above will increase as the CDC 
implements strict u ~ i i i 2 a ~ o ~  managem~nt policies and procedures, and as more 
~ ~ ~ ~ ~ ~ u ~ i o r i s  i ~ ~ p ~ e ~ e n t  the provisions of the Plata s e ~ l e m e n ~  which requires 
that inmates he provided the same standa~d of health fare as ~ r w ~ d e d  in the 
community. 

in addition, the CDC will a ~ ~ r ~ s s ~ v e l ~  pursue the implementation of a managed care 
model to further reduce health care program e~~eRditures  statewide and explore the 
best practices of managed care that can be implemented in a correctional setting. 
Some of the areas to be examined will include: increased use of ~reveRtive care to 
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ITU 

for costiy private h o § ~ i ~ a l ~ ,  t r ans~o~at ion ,  and security; and c ~ s t - ~ ~ e ~ t i ~ e  drug 
f Q ~ ~ ~ l a r i ~ ~  that restrict ~ n r i ~ c e ~ s a ~  use of h 

ia~-$l ~ i ~ l ~ o n  savings to 
Salinas Valley Psychi~tnc Program. 

three c a ~ ~ a l  outlay projects 
nds. The P ~ o j ~ c ~ ,  Duel 
Cooirng (51.0 ~ ~ I I i Q ~ ~ ,  

May Revision estimate for the year-end insti~tion P O ~ u I a t i ~ n  iS 
e of 220 From the ~ r o j e ~ ~ i ~ n  included in the ~ o ~ ~ ~ n o r ~ s  ~ u d g e ~ .  

is p o p u ~ ~ t ~ o n  decline, offset by a s ~ g n i ~ e a ~ t  decline in the level of county reim- 
~ ~ r s ~ ~ e n ~ s ,  will resuit in a General Fund in~rease of $3.8 millio 
Youth A u t h ~ ~ ~ ~  p ~ o j e c ~ ~  a y ~ & ~ ~ ~ n d  parole po~ul~tion of 4,~25,  
from the projeetion included in the ~ o v a ~ n o r ' ~  
in specialized caseloads, r e ~ ~ i ~ ~ n ~  in a ~ ~ n ~ ~ a i  

dget, which is offset by an increas~ 
nd increase of $173,000. 

ay Revision also reflects an a d d i ~ o n a ~  $3.5 million due to increased costs for 
worker's c ~ ~ p ~ n ~ a ~ ~ ~ .  



n and a significant decrease in the level of county r e ~ m ~ u r s e ~ e ~ ~  will 
neral Fund increase of $3.8 mdlion. me Youth A u ~ h o ~ t y  ~rojects a 
le ~ o p u ~ . a ~ o n  of 4,040, an increase of 210 from the level a s s u ~ e d  in 

the Governor's Budget, reesuking in a General Fund increase of $ 4 ~ ~ ~ 0 0 0 .  

~ i o ~ s  

The May Re.iision proposes the f~llowing augmen~a~~ons  for the ~ e p a r ~ m e n t  of the 
Youth Authority: 

CtUrf. thhe Y Q ~ t ~ f U l  
of Chapter 4, Statutes o 

functions of the ~ o u ~ h f u l  Offender Parole Board into the ~ e p a ~ m e n t  of the Youth 
ALithori~, effective J a n u a ~  I, 2004. 

and $1.5 million in 2003-04 to provide regular day off relief coverage for 
Youth ~ o r ~ e c t i a n ~ i  COU~S&FS on open dorm living units are required by the 
~ e ~ o r a ~ d u m  of ~ n d e r s ~ ~ n d i n g  between the State of California and the ~ali~Grni& 
~ o ~ r e c ~ ~ o n ~ ~  Peace Officers'  soc cia ti on^ 

I i ~ ~ ~ $ 4 ~ 5 , 0 0 0  in ~ 0 0 2 - 0 ~  

$1.1 million in 2002-03 and 2003-04 to cover costs associated 
d cost of sick leave coverage of posted positions. 

-573,000 to cover physician call-back costs to enable 

o r r e ~ t i ~ n ~ l  ~he~ther L a ~ n ~  ~ Q S ~ g ~ ~ 2 ~ , 0 0 0  to 
oviding laundry se;rvices at e closest Prison ~n~~~~ 

nb-$1.1 million to reflect additional 

seven-day a week on-call coverage for ~ h y s i ~ a n s .  

Authority facility. 

to 
d c  ~e imhuff ie~en ts  from the counties as a result of 

revised popuiatiori projections. 

Due to a lower level of General Fund resources ~ ~ a i l ~ ~ ~ e  For 2003-04, the 
,May Revision proposes the ~ollowin~ reduction for the Youth Authori~y: 

I ~ ~ a ~ i ~ ~  ~ ian-$3  million reduction associated with the closure of the 
Karl Holton Youth Correctional Facility at the ~ e p a ~ ~ e n t ' s  Stocktoon complex 



-The 
ai f~~@&r fund in^ for 

e irnplem~nta~on of 
ad c o n ~ ~ l i d a t e ~  the 

functmn of the Boara within the Youth A u ~ h ~ r i ~ ,  effective January I, 2004 

_I_ 

- 
ener -The May Revision 

n in tho amount p r o p o s ~  for wan 
ining Fund (CTF) due to lower r 

the CTF 

son proposes ~ e d u ~ ~ o n s  of $~19~OQQ 
revised w o ~ ~ l o ~ ~  ~ t i r n ~ t e ~  asso- 

~ i ~ e ~ a t ~ o ~ s  and parole r ~ v o c a t i ~ n  



EN DlTU RE 

asts--An augment~tion of $25.5 million Peace ~ ~ ~ c e r s '  
the May Revision to restore ~ n ~ i n ~  to reimbu~se Iocal 

law ~ n f o ~ ~ e r n ~ n t  agencies for costs rela d to peace officer training. 

s 

The May Revision includes the f o ~ ~ O w i n ~  fund shifts: 

Account LO the Public Safety ~ u r c ~ a r g e  Fund (PSSE) far CHPs ~ o m e l ~ ~ d  Security 
tactical aiem. This fund shift reflects the first year of a ~ o - y e a r  ~ r o ~ a a a l  to shift 
all ~ ~ ~ e l a ~ d   cur^^^ and non-t ranspo~a~on security activiries of the CHP to the 
PSSF. This fund shift is ~ ~ ~ ~ n ~ e d  to ~ o n s ~ l j ~ ~ ~ e  funding for security a c t j ~ i ~ ~ e s  of the 
CHP into a singular fund soiirce by 2 ~ 0 4 - 0 ~ .  

rinl-A fund shift of $32.5 ~ ~ I ~ i 0 n  from the Mofar Vehicle 



e Governor's Budget proposed to preserve critical programs by not 
nding levek% but instead either t r & n s ~ e ~ i n ~  responsibility for the 
i ~ o v e ~ n ~ e n ~ ~  or c~anging the ~~a te - l o~a i  c o ~ - s ~ a r j n ~  ratios, and 

revenue ~ ~ e & ~  to support the Bdd~tional local Ana ial obliga~ions. The 
rograms p ~ o p o ~ d  to be reali~ned and the dedic re~enue stream 

totaled a ~ ~ r o ~ i r n e ~ e i ~  $8.3 biliion. The pro~ran~s pmposed fo igrirnent included 
Child Care, ~ e n t a ~  Health, Alcohol and Subslance Abuse, Public ~ e a i t h ~  M e ~ i ~ ~ a l ,  
Social Services, and Court ~ e ~ u r i t y  p r o ~ r a r n ~ .  The revenue s t r e a ~  consisted of B 
1 cent sales tax, 10 percent and I1 percent ~ e r ~ o n a ~  income tax brackets, and a 
$1.10 excise tax on C i ~ ~ r e ~ e ~  and other tobacco products. 

After ~ ~ ~ ~ s s i o n s  with r e ~ ~ e ~ e ~ ~ a ~ ~ e s  from the ~ ~ ~ i s l a ~ u r ~ ,  the counties. and other 
parties, the A d ~ i n i ~ ~ r a ~ Q n  is narrow~n~ the focus of its Reali 
for 2003-04. ~ ~ ~ i ~ ~ m e n ~  r e ~ a i n ~  a crucial c o ~ p o n e n t  of structural reform. 
However, to provide more time for i ~ ~ j s l a t ~ v e  con~ideration, the m@ority of the 
~dministration's January Reali 
this le$i$~a~i~e session for imp 

The costs of the p r o ~ ~ a r n ~  proposed for r e ~ ~ ~ g n m e n t  in 2003-04 and the d e d ~ ~ a ~ e d  
revenue stream now total apFr~ ima te i~  $1.8 billion. The revenue stream will consist 
of the ~ o l l o ~ i n ~ :  

ment proposal is being deferred to the remainder of 
entatio~ in 2004-05. 

4-05 

P ' ~ ~ d j ~ i o n a ~  10.3 percent persona! $1.5 billion $1.2 billion 
income tax bracket 
increase excise tax on c i ~ ~ r e ~ t ~ s  and 0.3 biliion 0.7 billion 
other tobacco p r 5 ~ u c ~  by 23 cents in 
2003-04 and an a~d~t ion&l 40 cents 
in 20~4-0~ 

~ i ~ i i a n  

These r e ~ l i $ n r n ~ n ~  revenues are new revenues dedicated to the proposed ~nhaneed  
State-iocai ~ e a l j ~ n ~ ~ n ~  Fund and do not affect the General Fund. Therefore, these 
new revenues would not increase the propo~~%ion 98 guarantee. Similarly, revenues 

~ u ~ r ~ r ~ ~ e e  caicuiation. 
opinion titled Realignment Plan: Proposed Hew Revenues and F~oposi~~on 98, 

~ e ~ i c a ~ ~ ~  lo the li)%- nment also ale not incl~ded in the Propos 
n, the Attorney General, in an April 29, 20 



harz c ~ n ~ l u d e d  that "the Reaij~nment Plan's new revenue streams, if dedicated and 
F e s t ~ ~ ~ t e d  as proposed, would be ex~luded from General Fund reven~es ~ ~ n s i d ~ r e d  
in c a ~ c u ~ a d n ~  minimum fund in^ levels under Pro~osition 98." 

rams proposed for R e a l ~ g ~ ~ e n ~ .  
__ 

($ in Milli~ns~ 

0 I00 12 
60 80 237 
30 50 11 
30 50 'I97 

MOE" 100 61 
2 5  30 182 

MOE 30 358 

Counties are c u r ~ e n ~ ~  ~ d r n j ~ ~ ~ ~ t e r ~ n g  these programs and thus should ~ s s ~ m e  these 
program r ~ s ~ o n s j b i i i ~ i ~ s "  To the extent feasible, counties will be given addi~ion~l 
d i sc r~~ion  in the a ~ ~ ~ n i s ~ r a t i o n  of these pro~rams. 

The A d m ~ ~ i s t ~ a ~ ~ a n  will continue to work coilabor~~ively with the L ~ g i ~ ~ a t u ~ e  
to resolve issues r e i ~ ~ r i ~  to revenue alloc~tion, meet in^ State and fe 
r e q u ~ r ~ ~ e ~ ~ ~ ,  allowi~g counties to shift funds among pra~rams, and the scope of 
con t~nuin~  State oversight of the r e a l ~ g n e ~  p r o g r a ~ s .  The A d m i ~ ~ s ~ ~ t i o n  will also 
work with the L ~ ~ ~ ~ ~ ~ ~ ~ i ~ e  to draft the necessary trailer bill ~ e ~ ~ ~ l a t i o n  to i r n p i e ~ e n ~  

nment ~ ~ o ~ ~ ~ a i  ~ffectiv~ July I ,  2003. 
Refer to i ~ ~ ~ ~ ~ ~ a ~  depa ent,al sections for d i ~ ~ ~ 5 s ~ ~ ~  of m~di f i~at ion~ to the 
original ~ ~ ~ l i ~ ~ r n ~ n ~  proposal contained in the 2003-04 Governor's Budget. 

h 



ion includes total ~ e d i - C a ~  ex~endi~ures  of $29.8 billion ($10.9 
General Fund), an increase of $621.2 million a e the ~overnar's ~udge t .  ~eneraf 
Fund ex~endi~ures for Me~i.C&6 have increase $ 2 ~ ~ . ~  rniliian, or 2.6 percent. 

The number of persons ~Fo je~e$  to be e l i~ i~ le  far ~ e d i " ~ a 4  in 2~02-03 is expected 
500 to 6 , ~ ~ 4 , 8 0 0  ei i~ib!e~. ' I h i s  repr 
the level projected in the ~ ~ v e r n o r ' ~  ad 

is 8.7 percent above 2001-09 caseioad. 

The net General Fund increase includes the f o i ~ ~ w ~ o ~  s i ~ N ~ c a n t  & ~ j u ~ m e ~ t s :  

million increase due to erosians of the m i d - ~ ~ a r  spending r e d u ~ t i ~ n  

$50.2 million increase in the cost of inpatient services. 

$49.7 million increase due to ~n?ea l i2e~  savings For drug benefits and med~cal 
suppiies. 

$8.6 million increase for higher county admini~ative costs. 

$6.3 rniliion inc?e~se due to the Craig u. Bonrd  laws^^ which requires that 
Medi-Cal beneas be con~inued until a ~ e d e ~ e ~ ~ i n a ~ ~ n  can be done. 

$16.3 ~ ~ ~ j ~ n  decrease for lower fiscal i n ~ e r m e ~ i a ~  costs. 

$24.8 iniilion i n c ~ ~ ~ ~  due to a variety of other i n ~ ~ ~ a s e s  an 
the  Medi-Cai program. 

ion includes total Medi-Cal e ~ ~ e n d i ~ u ? e s  of $27.2 billion ($9. 
General Fund), a net total funds decrease of $508.0 million, ineiudin~ a $2.8 billion 
General Fund increase, from the ~ a v e r n ~ r ' s  ~ u d ~ e t .  



beneficiar~es io 6 , 4 ~ ~ , 8 ~ 0  eligibles. This re~resents an increase of 2.3 percent above 

The budget year includes the Fol~5wing s i ~ n i ~ c a n ~  General Fund a 

the  overn no^^ Budget. 

$3.0 billion increase to reflect deferral of r e a l i ~ n ~ n ~  

$930 million decrease to reflect an accoufl~ng change from accrual to cash, + 
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$112.5 million increase t5 Fund a rate increase of appro~ma~ely 3 percent for 
Me&-Cal ~ a n a ~ e d  Care Plans. 

$66.2 million increase in the cost of inpatient sewices 

$60.8 million increase due to i m ~ l e ~ e n ~ t i o n  of the Craig v. Bontd lawsuit 

$59.8 million in increased costs to provide a long-term care rate increase of 

d 

e 

a p ~ r o ~ ~ a t ~ l y  3.8 percent. 

* $537 million increase Lo reflect res~orati~n of the 1931(b) Med~-~al  Program. 

$35.6 miilion increase for higher county admini5trative costs. 

$34.4 million net. increase due to a variety al other increases and decreases 
affecthg the Medi-Cai program. 

The May Revision also maintains the Ad~inistrat~on's commitment to provide health 
care coverage to California's low-income children and adults. 

~ ~ ~ - ~ h a ~ t e r  945, Statutes of 2000 (AB 2900, 
s 12-moni,h ~ o n ~ i ~ u ~ n ~  Medi-Cal eti~ib~~ity to chitdren under 

19 years of age. Tnis ~ x ~ a n s i ~ n  ~ e d u ~ e ~  Lhe ~umbeF of uninsured children in 
California and ensures c 5 n t i n ~ i ~  of medical care. The May Revision includes 
a total of $486.6 million ($243.3 million General Fund) to provide continuous 
Medi-Cal eligjbj~ity for an est~ma~ed 471,500 children. Since 2000-01, the 
. ~ ~ ~ j n j ~ t r a ~ i o f l  has provided a total of $1.3 billion ($638.9 million General Fund) 
to support this expansion. 

r ~ ~ ~ ~ h e  May Revision proposes to restore 1931(b) 
Medi-Cal program elj~~bility to 100 percent of the Federal Poverly Level. The 
income standard for this program would be reinstated to the level established in 

4 
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March 2000. The May Revisio~ provides $107.4 million ($53.7 million General 
Fundj in Z ~ ~ ~ - O ~  for this 

~ t - ~ ~ ~ ~ ~ ~ ~ ~ T h e  Ac~elera~ed ~nroliment 
, enables the ~ e p a ~ m e n t  of Health 

Services to t ~ ~ F o ~ a ~ i ~ y  enroll chi~dren under the age of 19 into the M~di~Cai  
~ ~ 0 ~ ~ ~ ~ .  ~ F p r a x ~ ~ ~ t e ~ y  3,078 c ~ ~ l ~ r e n  wiil receive ~ ~ d i - ~ a l  ~ ~ n e ~ ~  thFou~h 
the A ~ c e l ~ ~ a ~ e d  ~ n ~ o ~ l m e ~ t  program in 2003-04. As a result of the presumptive 

ures are p ~ j e c ~ e ~  to reach S 

rn 
llio 

Ftindj for the Chiid Health and R~~ability ~ ~ e v e n t i ~ n  Gateway, which streamiine~ 
~ ~ r o l ~ m ~ ~ t  inio ~ e d i - ~ a ~  and the HFP. 

in a ~ d i ~ i o ~ ,  the ~ ~ ~ ~ n i s ~ r a ~ i o n  continues to  emo on st rate its c o ~ m i ~ e n t  to 
health caw covera e for Ca~i~ornia's ~ ~ i ~ s u r ~  c h ~ ~ r ~ n  by i m p ~ ~ m e n ~ n  
ons that will great1 f ~ ~ ~ i ~ ~ ~ t e  their e n r o ~ ~ r n ~ n ~  into ~ e d ~ " C a ~ ,  This 

f ~ n r ~ i l m e n ~ ,  referred to as Express Lane ~ i i g i b i ~ ~ ,  will !ink ~ e d i ~ ~ a i  
hat of other pubtic programs that serve low,-ineo~e i n d i ~ ~ u a i s .  The 

are as follows: 

a1 ~ ~ ~ ~ ~ ~ g ~ C h a ~ t ~ r  894, 
r o ~ m e n ~  into M e d ~ ~ ~ a l  for u n i n s u r ~  

Medi-Cai e l i~ i~ i i~ ty  with free schaol lunch e i i g i b ~ ~ ~ .  
It is ~ s t j m a ~ ~ d  that this expansion will resul? in 3,905 ad~tionaj  children 
receiving Medi-CaJ  over^^^ in ~ ~ 0 ~ - 0 4 .  The May Revision p r ~ ~ d e s  $3.5 million 
($1.7 rniliion Genera! Fund) to support this expansion. 

r 897, Statutes of 200 
insured families into the Medi-Cal program by linking Medi- 
the Food Stamp Program. It is expected that this iinkage of 

food stamp eligibil~t~ wilh the Medi-fa1 program will result in an addit~onai 5,967 
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parents and children receiving Medi-eai covem 
provides $7.7 million ($3.9 million General Fun 

ad jus t~en t s  to reduce or eliminate various programs included in the G o ~ ~ o ~ ~ s  
Budget. ~ ~ c o r d i n g ~ ~  the ~ d n ~ i n i s ~ a t i o n  is proposing the f o l l ~ n ~  a d j u s t ~ n t s  that 
will result in net G e ~ e ~ a l  Fund savings in the Medi-Cal program: 

%-The May Revision includes one-time Gen 
reflect~ng a change in the ~ e p a ~ m e n ~  

Services' (DHS) accounting for the Medi-Cal program from an accm 
cash basis. 

~ n ~ ~ ~ ~ ~ i v ~ ~ T h e  May Revision signi~can ands effoets 
by the ~ e p a ~ m e n t  of Health Senrices (DHS) to prevent, id en ti^, and i n ~ s ~ ~ a ~ ~  
fraud in the Medi-Cal program. ~ u c c ~ s s ~ i  existin 
be eypanaed, i n ~ ~ u d i n ~  the Medi-Cal Beneficiary tifieation Card replace~ent  
project. New ~trategies would also be i ~ p l ~ m e n t e d ,  including random claim 
sampling, data mining, and the creation of a one-year p r o ~ s i o n ~ l  status 
for ail new providers. This proposal is an~icipated to result in $20.1 million 
($12.3 million General Fund) net savings in 2003-04 and $188.9 million 
($95.3 million Generai Fund) net savings in 200~-05. Beginnin 
annuaiied savings are expected to be somewhat higher. To achieve these 
savings, the May Revision proposes to establi~h 315.0 new positions in the DHS 
at a cost of $27 miiiion ($10.7 million General Fund). 

nti-fraud s ~ r a ~ e g ~ ~  would 

General Fund) t~ reduce Medi-Cal drug e x ~ n d ~ ~ u r e s  through therapeutic 
category reviews and the processing of aged rebate disputes. Therapeutic 
category reviews ensure that only the most cast-effective dru 
on the Me&-Cal formuiary while maintaining appropriate beneficiary access. 
These savings assume that the entire backlog of aged rebate dispu~es will be 
resolved in 2003-04. Included in this proposal are increased costs of $1.4 million 
($142,000 General Fund) for 14 positions to conduct the The~apeut~c Category 
Reviews and resolve the aged rebate disputes. 



, which will slow the 
Fei~bursement rate 

would be lowered to reflect the removal of t h e r a ~ ~ e s  (speech, ph~ica i ,  and 
~ ~ c u p a ~ o n a ~ ~  and ~ ~ a n ~ p o ~ a t ~ o n  from the bundled daily rate. These services 
would then be billed ~ ~ ~ ~ r a t ~ l ~  when they are actually ~rov ide~ .  

irn a ~ ~ ~ ~ e s - ~ ~ . 2  miilion ($4.5 million 
General Fund) to place a ~ e F - b e n e f i c i ~ ~  limit on selected l abo ra to~  services. 
~ ~ ~ ~ ~ i o n a l ,  ~ e d ~ ~ a l i ~  necessary services could F;cill be ~ p ~ r o v e d  ~hrougb prior 
~ ~ ~ o ~ i 2 ~ t i o ~ .  

- h ~ ~ ~ ~ h i l i a c  blood factors, which will aliow 
enhanced rebate ~o l l e c~on .  

which will ensure that the rn habits are utilized. 

~ ~ ~ 4 , O ~ O  ($1~4,QOO 
civil senice positions. 

These sontract ~Qs~t~of ls  
t $ ~ a ~ ~ e n t  ~ ~ t h Q ~ z a t i ~ n  I 

results in a net savings. 
ecause of the higher CQSI of contract ~ o § i ~ i o n ~ ,  this co~ver~ ion  

~ ~ V / ~ ~ ~ ~  drugs within the Medi-Cai  manage^ Care program. 

for i ~ ~ o ~ ~ a ~ i ~ n ~ l  material to encourage voluntary ~~rffi iment of aged, blind, and 



disabled individua~s into M e d ~ - ~ a l  Mana~ed  Care. This propo~a~ is expected to 
mi~~ion  General Fund) in 

e d i - ~ ~ l - $ ~ ~ ~ , O O 0  

ries. This pro~ram is expected to 
-04 to i m ~ ~ e m e n ~  a Disease 

achieve savings in future years by reducin~ health care costs For patients with 
chronic c~nditions and result in  roved health outcomes. 

~ ~ ~ $ ~ ~ ~ , Q Q O  ~ $ ~ Q , O 0 0  General Fund) 
ersond injury cost recovery activities, which 

ensure that Medi-Cal funds are recovered when a t h i ~ d - p ~ ~ y  is liable for the 
costs. This proposal is expected to result in annual General Fund savings of 
$1.4 niilliori b e ~ n n i n g  in 2005-06. 

rease i 

~s-Redirection of three ~ ~ s i t i o ~ s  
ial reviews and rate calcula~io~s 

is estimated to result in savings of for managed care contr~c~ors .  This propos 
$39 million (519.5 million General Fund) i 

~.~ ...... 

s 

The May R e ~ s ~ o n  includes an increase of $10.9 rniili General Fund, or 7.6 percent, 
above the $143.9 million p~ovided in the Governor's dget, due to an increase in 
caseload and health care costs in the Ca~ifornia Chil n's Services (CCS), Child 
Heaith and ~ i s ~ b i l i ~ y  prev~nt i~o ,  and Geneti~~Iiy Handicapped Persons programs. 

The i a y  Revision includes an irrcrease of $59.9 million General ~ u n d ,  or 
58.8 percent, above the $84.7 million provided in the Governor's Budget, due 
to an increase in caseload and health care costs in the CCS and the ~enetically 
~ ~ n d i c a ~ ~ ~ d  Persons programs. 



Public health programs, o~glna~ly a part of r ~ a i l g n ~ e n t ,  are proposed ta be 
rejns~a~ed in the budget and are no longer being c ~ n ~ i d e ~ e ~  by the A ~ m ~ n i ~ r a t ~ a n  
for r ~ e l ~ ~ n ~ a n t  in 2003-04. ~eal~gnment remains a crucial e o ~ p o ~ e n t  of ~ ~ ~ c t u r a l  
reform. However, to provide niore time for l ~ ~ ~ s i a t i v e  considera~io~, the majority 
of the Atimin~~~ati0n.S January realignment P~o~osa l  is being deferred ta the 
? ~ ~ a j n d ~ r  of this i e g ~ ~ l ~ ~ ~ v ~  session for i m p l e m e n t ~ ~ i o ~  in 2 ~ ~ ~ - ~ ~ .  Therefore, the 
"May Revision  propose^ to restore $146.7 million ($6~ .5  million ~ e n e ~ l  Fund) and 

ositions (46.9 personnel years) to the foilow~n~ p r o ~ r ~ ~ s :  

~ ~ o l ~ s c e n t  Famiry Life 

Local ~ a ~ e r n ~ l  and Child ~ i e a ~ ~ h  
~ ~ ~ a n d e ~  Access to ~ r ~ n a ~  Care 
Ch ic  ~ r a n ~ - l n - ~ d  

B Indian Health ~ ~ o ~ r a r n  

lack infant ~ e ~ i ~  Prograni 
Q 

Rural Health Services ~ e v ~ l o p m e n ~  Pro 
Seasonal ~ g ~ i c ~ i ~ u ~ a ~  nd ~ i g r a t o ~  Wor~ers 

with private insurance rates, the May Revision proposes to reduce ~ o - p a ~ e n ~ ~  
, and S50 per p r e ~ c ~ p ~ i a n  to $5, $I@, and $15 respeetively ba 
ome scale tied to federal. ercy levels. Total fundin 
an increase af $75.2 mil or 62.8 percent since 

r are projec~~d to be higher than 
~ s ~ i ~ ~ a ~ ~ ~  in the Governor's ~ u d ~ e t ,  prirnaniy due to a one-time a u ~ m e n t ~ t ~ o n  

, ., . , ,., , ,.,,....,,,,_. , , ,. , ..,.,. . , ,.,.,., ,. .,... 
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($10.4 miition) under Propos~~ion 99 in 2 ~ 0 ~ - 0 3  that has not been e ~ p e ~ ~ d  and 
will be carried over into the budget year. This a u ~ ~ e n ~ a t i o n ,  combined with other 
a d j ~ s ~ m e n ~ s ,  provided nearly $15.1 million in a v a i l ~ ~ l e  resources 
result in a d ~ ~ j o n a l  resources in the Wealth ~$ueation Account ( 
Research Account (S.4.4 million), and Unallocated Account ($2.3 million). 

To reflect these increases, the May Revision proposes to restore, at least F a r ~ i ~ ~ y ,  
ere previousl~ reduced due to the decline of P r o p o ~ ~ ~ o n  99 
titive Grants ($1.5 million), Local Lead A~encies ($4.5 g ill ion), 

Media ($2.4   ill ion^, and the California ~eai thcare  for lndigen~s Program 
($2.3 million). in ~ddl t ion~ the Universi~ of Cali~o~nia will receive an addi~onal 
$4.4 miliion to conduct ~o~acco-related research. 

The Governor's t proposed to securitize $4.5 billion in bonds backed with 
tobacco settiern enues. The May Revision reflects that only $2.5 b~llion 
in ~ o ~ a ~ c o ~ s e ~ u r i ~ i z e d  bonds were sold in 2002-03. Due to market c o n $ i ~ o ~  
and a large number of states s e c ~ $ ~ ~ z i n g  their own tobacco ~ e ~ l e ~ e n t  moneys, 
the Administration determined that California should not seek to sell additional 
securitized bonds, but rather should budget annual tobacco s e ~ l e m ~ n t  mon 
For 2003-04, $173 million in lobacco settlement  payment^ ate projected. T 
Revision proposes to use this funding to offset General Fund ~ ~ e n d i t ~ r e ~  in the 
Managed Risk Medical Insurance Board's Healthy Fam~lies Program. 

~ a l i f o r n ~ ~  is faced with an onslaught of new pathogens and diseases, as weil as the 
ongoing threat of a bioterronst attack. Severe Acute ~ e s p j r a ~ o ~  ~ y ~ d r o m e  ( ~ ~ ~ ~ ) ,  
West Nile Virus, and Hepatitis C are but a few of the public health crises that have 
made front-page news recently. Responding to each of these new threats as a 
separate problem. requiring new resources and a support i n ~ a ~ r u c ~ u ~ e ,  is inefficien~ 
and expensive. To counter these threats and to form a cote prep~redness and 
response team for unknown p ~ t h o ~ ~ n s  and sudden disease outbreaks or wents, the 
~ ~ ~ i n i s ? r a t i o n ,  with the assistance of the federai govern men^, is developing a long- 
term c o m p r e h ~ ~ ~ i v ~  s ~ r ~ t e ~ y ~  The May Revision includes $90.3 million 153.9 ~ i l ~ o n  
Genera! Fund) in new funding and 96.0 pasitions (91.1 personnel years) to combat 
these threats. The proposed Public Health Response Team will imrnediate~y address 
the foilowing priorities: 

The Emergence of SARS ( $ ~ 5 0 , 0 ~ Q  General Fund) 
West Nile Virus Early Detection ($923,000 General Fund) 
Hepatitis C Prevention ($2 million General Fund) 



V h s ,  P ~ Q ~ F ~ ~  staff will form the core of a 

trends of u ~ u s u a ~  
ans in ~ o ~ u i t ~ ~ j o n  

assets, iocal and State, in an effective and e f ~ ~ i e n ~  manner. 

eneral Fund revenue receipts have been below expect~tions since 
~ ~ a i l y ,  e ~ e n d i ~ r ~ s  req 

e OF e ~ i ~ ~ n a t e  v ~ ~ j o u ~  Q ~ O ~ ~ a r n s  includ~d 
dingly, the ~ d ~ n i ~ t r a t i o n  is proposin~ 

, 3 ~ ~ , 5 O Q  to reflect a red~ction to the 

-$3,621.000 to reflect a reduction to the 

n i n ~ ~ ~ d e ~  an overall e x p e ~ ~ ~ u r e  decrease of $5.5 million 
($2.9 i i i i o n  General ~und). This e 

an ant~c~pa~ed caseload growth i 
arniiies Program (FIFP) is expected to serve a total of ~ ~ ~ , O O O  children by June 30, 

diture ~ e c r e ~ ~ ~  is due p ~ i ~ ~ ~ l y  to iawer 
e-only funded c ~ i l ~ r e ~ .  The Healthy 

2003, which is consistent with the caseload ~ ~ t ~ c i p a t e d  in tho G o v e r n o ~ ~  Budget. 
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The ~ecu~tiza~ion of the rema~ning Tobacco S ~ ~ l e m e n t  Fund  revenue^ has been 
deferred, which results in an increas of $173.4 million Tobacco S e ~ e ~ e n t  Fund 
~ e v e ~ u e s  and a cor~es~oflding decrease of $173.4 million General Fund. Also, there 
is a lower rate of caseioad growth in the pFogr~m. The HFP is e x ~ e c ~ ~ d  to serve a 
total of 727,000 children by June 30, 2004, which is 42,000 children Less than the 
caselaad projected in the ~ o v e r n ~ ~ ' ~  Budget. 

Since the b e ~ n n i n ~  of tihis Adrn tration, children's caseioad within the HFP has 
grown from ~ 0 , 0 0 ~  to an a p e  7 2 ~ , 0 0 ~  children by the end of June 30, 2004, 
for an increase of 677,000 children, or 1,354 percent. Add~~ ion~ l l~ ,  ~ ~ e n d i t u r e s  for 
the program have grown from a tota! of $59.4 mill~on ($15.6 million Genemi Fund) 
in fisca! year 1 ~ ~ ~ - ~ 9  to an expected $794.5 million ($294.3 million State Funds) in 

~ e a l ~ h y  F ~ r n i l i ~ ~  ~ r o ~ ~ a m  (HEP) by the end of June 2003. It. is expected that by 
June 30, 2004. a total of 727,000 ch~ld~en will be p r~v id~d  low-cost, c o m p r e h ~ ~ s i ~ e  
heaith care coverage through the HFP, See Egure HHS-2. 

FIGURE HH 
~ 
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The Nay ~euision c ~ n t i n u e ~  funding to ~aciijtate the en?oll~ent and eJigi 
~ ~ ~ n ~ u ~ e d  children into the HFP, as follows: 

$3.7 million ($1.3 million State Funds) to fund ~ o - m o n ~ s  of MFP e l i ~ b i ~ ~ ~ y  to 
ensure coverage during the tran~i~jori to Medi-Cal. 

$3.1 millinn ($1.3 ~ i l l ~ o n  Stare Funds) for a d ~ i ~ o n a l  c ~ s ~ l ~ a d  r~§u l t i~g  from 
~ ~ ~ l e ~ e n t ~ t i ~ n  of the Child Health and ~ i ~ a b i ~ ~ y  preyen~on w ate way Program. 

. ~ .......... ~ 

s for lnfant~ and ~ o ~ ~ e ~ s  progra~ is 
nis, compa~ed to 10,213 as o ~ ~ i n a f i y  

 ma^ mate^ in January. This represents a 3.8 percen ncrease. Current. year General 
Fund ~ ~ ~ n ~ t u r e s  are expected to increase by $1 000, due to higher than 
a n ~ j c l ~ ~ ~ % ~  enrol~men~ of childr~n in the p F ~ ~ ? a m .  
~ ~ ~ e t e d  ?o decre e by $ ~ 4 3 ~ ~ 0 0 ,  due to lawer than a n t i c i ~ a ~ e ~  en~ollment of 
mothers in the pr 

ver, net e x ~ ~ n d ~ u r e s  are 

ly enroll men^ is ~ ~ e c t e ~  to reach 13,119 women and i n ~ ~ n t s ,  
14 as originally estimated in January. This r ~ p ~ e s e n t s  an increase 
dget year expenditures will be increased by $S,51 
to ~ r e ~ ~ e r  than anticip~ted enroll men^ of infant 

arid an increase in the avera e ~onthIy  c ~ p ~ t ~ ~ o n  rates. 

The budget for ?his p am has increased from 41.7 m~lJion ($37.5 million 
~ e ~ R % t a ~  Insurance ) in 1998-99 to $119 mi on ($97 million P e ~ i n a ~ l  
insurance Fund) in 200344 for a total increase of $77.3 million, or 185 percent. 

-99, average monthly ~n?o l lme~ t  has rown from 5,549 women and 
n expected 13,119 women and infant n 2003-04, or an increase of 

I00 percent. 



__ 
I he May ~ e ~ s i a n  includes a net redu~tior~ of $7.4 million General Fund as the result 
of the f o l ~ ~ w i n ~ :  

oad-A $2.4 million General Fund decrease 
c o ~ u m e ~  in the es~~mated caseload. 

roject-45 million General Fund one-time savings which will be 
Fea~propriate~ for the Bay Area Project in 2003-04 lo facilitate the ~ a n s i ~ i o n  of 
c o ~ ~ s u ~ e r ~  from Agnews ~evelo~menta i  Center to new set~ings. 

BP 
evision includes an increase of $25.3 million ($10.7 miilion Gene~al Fund) 

p ~ ~ a ? i l y  as the result of the f a l io~ in~ :  

~ ~ ~ e c t ~ ~ ~  the impact of the ICF-DD Quality A ~ s u r a n c ~  Fee proposal. 

edi-Cai ~ene~ t s -$7 .2  million General Fund 
increase and an equivalent decrease in r e i ~ b u ~ ~ e m e n t s  reflec~ing the impact of 
the proposai to e l i m i ~ t e  ~ ~ d i ~ C a 1  optional benefits. 

ai Fun ~ j u s ~ ~ ~ ~ ~ ~ A  $10.4 million General Fund reduction 
and an equ~vai~nt  in 
a d j u s t ~ e n ~  af the ~ e ~ i - ~ ~  base funding. 

in re imbu?se~en~s  as a result of the annual 

as~~Q~d-$5.7 million ($3.7 million General Fund) 
decrease of 70 consumers in the estimated caseioad. 

Hop h e ~ ~ ~ n ~ s ~ ~  $323,000 increase to fund 5.0 limited-ter~ Positions 
d to work~aad required under the in Re Hap decision. 

roject-A $1 million increase in Reim~ursements 
from R ~ g i a n ~ i  Centers (RC) to provide tip to six months of temporary help 
in order to train c ~ m ~ u n i ~ y  providers in the specific needs of con~ume~s 
t r a n s ~ ~ i ~ n ~ d  from Agnews Deveiapm~ntal Center. 



n includes a net increase of $45.4  lion ($9 .3 million General 

d--A dec~ease of $1.6 million  genera^ Fund for an es~ima~ed 
1,440 c o n s u ~ i e ~ .  

Fund) ~ r i m ~ r i ~ y  as a result of the following: 

tion 1I--A decrease of $11.3 million in 
in General Fund, due to an ina~ility to 
rnent at a r e c a ~ u l ~ t e ~  rate. 

nsferred from the ~ e p a ~ m e n t  of 
Social Services (DSS). 

is not projected to increase above the 193,100 clients estima~ed 
udget. Although reduced, the ~ u d g e t  conti~ues to a ~ s u m ~  
eved throu~h the implementation of various cost saving 

~ e a ~ u ~ ~ ~  as pre~jously p~opose~.  The A d ~ i n i ~ ~ ~ t ~ ~ n  looks f n ~ a r ~  to working with 
the ~ ~ ~ ~ s ~ ~ ~ u ~ e  to a ~ ~ a m p I ~ s h  savings in this area. The M ~ y  Revision includes a net 
increase of $74.5 million ($204.1 million General Fund) primarily as the result of the 

-The May ~ ~ v i ~ i o n  proposes a net $2.1 million increase 
ons. P r o ~ e c ~ e ~  changes in the severity of the case~oad, 

an a ~ ~ m e n t a t ~ o n  for C rnrnuniiy Placement Plan activities, and a technical 

$13 million. This increase is offset by a $10.9 million reduction to be achieved 
through the res~~uc~unng of caseload ratios in a manner similar to that proposed 

~ ~ ~ ~ ~ c ~ ~ ~ n  to the esti s ~ ~ ~ u ~ t §  in an ~ n c ~ $ ~ $ $  of 

by providers. 

es-A net $187.1 million General Fund increase 
primarily due to: 

* 



0 $30.7 million for the delayed implementation of ~tatewide S 
A~ministration wilt work co~labora~vely with the Legjsia~ure to achieve 
savings in the Re~ional Center §ys~em~. 

0 $4?.3 million for incre~sed base COS~S as adjust~d for actual expendi~ure~ 

i? $47.7 million for the proposed elimina~ion of optional Medi-Cal benefits. 

.9 miilion for increased ~ t ~ l i ~ a t i o n  of services. 

0 $27.1 million for increased C o m m u n i ~  Placement Plan costs 

0 $4.8 million primarily For increases in ~ r o ~ d e r  costs and new facility rates 
that are ~em~orarily ~nelig~ble for federal ~nancial  pa r t~~ i~a t i an  iintii licensure 
is received. 

ecre ~ d e ~ a i  --A $107.7 million decrease in federal 
r e i m ~ ~ ~ r s e n ~ e n t ~  and a c ~ ~ ~ e r ~ ~ u r a ~ e  General Fund increa 

tion of South Central Los Angel s Region& Center, 
ment as a result of the propos 
the amount of addit~onal Title 

perations staffing reduction, and 
hat can be ~ a n ~ f e ~ e d  from the 

RSS, 

islature passed and 
o r d i n a ~  §ession 

which transfers the HSP from the ~ e p a ~ m e n t  of R e h a b i ~ ~ ~ ~ o n  (DOR) 
partrnent of Revelopmental Services effective July 1, 2004. All of the 

3, are reversed, including the $114.7 million General Fund ~ a n ~ f e ~ ~ e d  fram 
DQR for local programs. 

resouices reqties~e~ in the ~ i d ~ ~ e a r  ~evision to transfer the program July I, 

ents-The May Revision also assumes a decrease in the 
prajecled revenues For the proposed Parental ~ o - P a ~ e n t ~  A $14.7 million 
decrease in the General Fund revenues estimated in the Governor's Budget is 
assumed due to delayed im~iemenlation of the Co-Payment proposal. 
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will not ~ate~iaiize. 

‘cni a ~ ~ ~ e r - T h e  ~ ~ ~ 3 - ~ 4  Governar’s 

effective July I, 2003. The transfer would achieve adfflinis~ 
Pr p a ~ ~ e n t  of ~ ~ v e ~ o p ~ e n ~ a i  Services 

and an e s ~ ~ m a t e ~  riel ~ e ~ u c t i ~ n  of 11 positians and net General Fund savin~s  of 
$1.5 miliion. Chapter 7, ~ ~ a ~ ~ ~ t e s  of 2003, f i rs t  ~ t r a o r d ~ n ~ ~  Session, delayed the 
HSP transfer by one year, making it effective July I, 2004, but neither restored the 

cessary ta a ~ m i n i ~ ~ ~ r  this p r o ~ r a ~  in the ~ u d g ~ ~  year, nor 
ts‘ budgets acco~din~ly. The Nay Revi5ion pro 

r ~ ~ t o ~ ~ ~ i ~ ~ ~  of the MSP f u n d i ~ ~  within the DOR by: (1) addin 
$2.2 rnlilion General Fund for support, and (2) $114.7 million Generai Fund for local 
~ ~ ~ i s t ~ n ~ e .  Conforming actions are being made in the DDS budget. 



-- 

sion includes $7.1 million in General Fund reductions in long-~erm 
care, ~ ~ m a r i ! y  as the result of a new rnethodolo~y for ~s t ima~ing  state h o s p i ~ ~ ~  
poP~la~ion. The revised state hospi~ai population estimate is based on addition~l 
data on the number of patients in the first nine months of ~ ~ 0 2 - ~ ~  that 
available in the Fall. The General Fund reductions are comprised of the f o~ lo~ng :  

~ ~ ~ ~ t j ~ n - ~ e  May Revision projects a state hosp~ai  ~ a s e l ~ a ~  
dicially-commiLted/Penal Code patien~s from the level in the 

Governofs ~ u d ~ e t ~  r e s ~ l ~ ~ n g  in a current year savings of $8.2 ~ l ~ i o n  Gene~ai 
Fund. Caseload is expected to decline Erorn 4,552 p a t i ~ ~ t s  to 4,425 patie 
This decline in caseioad will result in the ej~m~nation of 82.7 positions (78 
personnel years). 

~ ~ o ~ ~ ~ A  General Fund increa5e of 
$1.1 million is proposed to fund additional evaluations of s!"s to be performed 
by private contractors. 

gel 
F ~ n d j n ~  for long-term care and state hos als is ~ n t ~ c i p a ~ e d  to decrease by 
$9.5 million General Fund, .This revised e mate is based on an a d d i ~ i o n ~  
nine months of data with which to estimate the number of patients and a 
new m ~ t ~ ~ d o ~ ~ ~ y  to estimate ope~ating expenses and equip men^. Si~n i~cant  
a d j u ~ ~ r ~ ~ n ~ ~  are as fol!ows: 

Late ital p o p ~ ~ a ~ i ~ n - A  reduction of 213 positions (202.4 personn~l 
years) and a savings of $17.1 million ($11.5 million General Fund savi 
reflects a net ~eduction of 93 judiciaily-committed/Pen~ Code paLien 
c o ~ ~ n ~ - f u n d e d  patients below the Governor's Budget. The budget year census is 
projected to decrease from 4,640 patients to 4,457 patients. 

c t i ~ a ~ i ~ ~  of ~~~1~~~~ ~sp i t~ ! -A  reduction of 33.3 positions 
(31.6 personnel years) and a savings of $2 million General Fund reflects a four- 
month delay and a revised estimate of January 2005 for facility activation. 
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L Fund increase of $2 million is proposed to fund 
. This inc~ease will fund ~ d d i ~ o n a i  evaluations to 

be p e ~ o r ~ e d  by private c o o t r a ~ o ~ ~ ,  as well as a d ~ i ~ i o ~ ~  CQStS for evaluator 
~ e s ~ ~ ~ O n ~ ,  

The ~ ~ ~ i n i ~ ~ ~ ~ i o K i  will also request two pie 
public safety and clarify the State‘s fiscal ob 

ams for SVP pa t~en t~ .  First, 
the s ~ n t e n c ~  for c o i i ~ ~ ~ ~ i o n  of a felony ~ ~ ~ i ~ e d  
~ ~ ~ ~ ~ ~ s i ~ n  and t ~ ~ a t ~ e n t  in a ~ o n ~ i ~ i o n a l  releas 
prupa3ed will restrict placement in a ~ o n d ~ ~ ~ n ~ l  release ~ ~ ~ ~ r n  to those 
SVP p ~ r j e n ~ ~  who do not require e x l ~ a o ~ d i n a ~  measures of s u p e ~ s i o n  and 
~ r e ~ ~ m ~ n ~  lo preven~ further sexually v~olen~ ~ e h a ~ o r .  

f trailer bill iang~age to insure 
n to proside c ~ ~ m u ~ i ~ y  

of the e ~ ~ i ~ a ~ n g  ~ e ~ h ~ d o i o ~ ,  There is no reduction in sewices as a result of 
this change. 

he ~ o y e r n o ~ s  Budget proposed to preserve critical p~ograrn~ 
~ ~ o n s ~ ~ i l ~ ~  to counties and ~ ~ d ~ c a ~ i n ~  a r ~ ~ e n ~ e  stream to 

support the ~ d ~ i t i ~ n a l  local financial o~ii~at ions. The revised ~ ~ a l i g n m ~ n t  
proposai for the budg yezr c o n ~ i n u ~  to include the Children’s System of Care 
($20 ~ i ~ l i o n )  and Lnte ated Services for ~ o r n e j ~ ~  fS55 million) programs 

program ? e ~ p o ~ s ~ b j ~ ~ ~ ~ s .  The Adm~nis~?ation will continue to work co~la~o~zt i se~y  
with the Legislature to resolve issues ~ e ~ a t i ~ g  to revenue a l i ~ a t ~ o n ,  a l l ~ i n ~  
counties to shift funds among p ~ ~ ~ r a ~ ~ ,  and the nature of continuing Stare 
oversight of the r~al~gned programs. 



The May Revision i~i~ludes  a 1.6 million General Fund lncrease in 20 
commuNty mentai health sewices compared to the January Governo~’s ~ ~ d g e t ,  
comprised primarily of the follQwing significant ad ju s~en t s .  

4 

prQgram is 
Fund within 

the DHS budget) to reflect the change from an accrual to cash ac~ounting 
~ethodology far ~ e d i - C a ~  services. There is no reduct~on in services as a result 
of this change. 

tion-The May Revision includes a reduction of 
n General Fund savings within the DHS budget) to 

orrectian in expenditu~e~ based OR s ~ t i ~ i ~ a i  vai~d~tion of 
odology. There is no reducti~n in services as a F ~ S U ~  of this 

~ s t ~ e n t - ~ u n d i n g  for Mentai Health M a n a ~ ~ d  Care is 
increase by a net $9.8 million ($4.9 million General Fund) to reflect 

savings from the proposed 20 percent a~ros~-the-board redu~tion in 
and a reduction in M ~ d i - ~ a l  beneficiaries. ~ e p a ~ ~ e n t  operations wirl 

also decrease by $ million ($1.3 million General Fund) as a result of a revision 
to the federal regu tions delaying the ~mplementation of E x ~ e r n ~  Q u a l i ~  
Reviews. 

~ ~ i ~ e s  A ~ ~ ~ ~ ~ ~ s - G e ~ e r a i  Fund savings of $2 million is 
ect the e~jmjnation of v a ~ a u 5  communi~  services activities, 

~ n c i u ~ ~ n g  Funding for S a c ~ a m e n ~ o  County, reha~iiitat~on services, and grants to 
comm~nity or~an~2ations. 

RP 

General Fund costs for the ~epar tment  of Alcohol and Drug Programs (RADP) will 
increase by $4.8 miilion, reflecting an increase of 1,009 in estimated Drug ~ e d ~ - ~ a l  
caseload and higher rates paid for services. 



ed to be 1.9 percent higher than 
in~rease by $4.6 million ~ e n e ~ a ~  

kind, or 9.5 percent, above ?he G 

~ ~ ~ e a ~ e ~ o a d  is e s t i ~ a t e d  to decrease by 15.8 percent, 
e  emor or'^ Bud et. Costs, however, are e ~ e c t e d  to 

increase by $ ~ 7 ~ , 0 0 0  ~ e n e ~ a l  Fund, or 8.23 percent. 
I 

I 

s are ~ ~ ~ ~ a ~ e d  to increase by $239 million for ?he f o l l o ~ n ~  

~ e ~ g ~ ~ ~ e  alcohol and drug ~ r o ~ r a m s ,  orig~naliy a part of 
re p r o p o ~ d  to be ~e in~ta ted  in the b u d ~ e t  and are no lo 

being considered for reali~nment in 2003- 
~ ~ i ~ p o n e n t  of ~ r u c ~ ~ r a l  reform. ~ o w e v ~ r ,  
~nns~deratior~, the majotity of the A~ministration'~ J a n u a ~  r ea~ i~nme  
is being deferred to the r e ~ a i n ~ e r  of fhis legislative session for irnple 
in 2004-05. 7hi is. funding was restored ($230.3 m~li~on General Fu 
alcohol and drug p r o g ~ a ~ s ,  drug co 
ickect the defermi of the original 

nt remains a crucial 
e time for l e ~ i ~ l ~ t i ~  

prQ~rams, and State ope~a~ions  to 

al-The estimated caseload for Regular DN 
ienis, or 6.4 percent, above the Gove~nor's 

Costs are expeaed to increase by $5.6 ~ i i ~ i o n  ~ e n e r a l  Fund. The ~ncrease 
in ex~~ndi to res  reflects a technical c o r r e ~ ~ o n  in esti~ate methodology, 
which ~n~e rcoun t ed  the Genera! Fund cost of the minor consent p ~ o ~ ~ a m .  
~ ~ d j ~ i o n a l ~ ,  overall costs are also expected to increase due to higher avera~e 
costs. 

rinal a ~ - ~ ~ s e ~ ~ a d  is projected to i~crea$e 13.4 percent, or 
~ ~ ~ r o x i ~ i a t e l y  845 ciients, above the ~ o ~ e r n o ~ s  Budget. Costs are expected to 
increase by $111,000 General Fund, for ~pda ted  population and an i n ~ r ~ a s e  in 
the ~verage cost of services. 

b OUrt ~ a ~ ~ ~ n e ~ t i r n e  
savings in the Drug Court ~ a ~ n e r ~ ~ i ~  ~rogram were captured for 2002-~3, and 
r ~ s ~ , ~ r a ~ i n ~  of the annual fu~ding level was made con~in~ent  upon the courts 
d e ~ o ~ s t r a t ~ n g  savings through avoidance of prison days. (~utcome data for the 
restructured Drug court P ~ r t i ~ e ~ h i ~  Pr rn revealed aimosr ~0,000 prison 
days avoided, resuiting in e ~ t i ~ a t e d  G e  fund savings of $10.6 million. A 
$3 million Gener l Fund augmenta~ion uested to restore the annuaii~ed 
funding and maintain the prison savings. 
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Due to the State's fiscal outlook, the May Revis 
alcohol and other drug services, excludin~ peri 
General Fund, and fund the ~ e ~ a ~ t m e n ~  at the 

reduce discre~ionar~ 

se ~ r ~ e n ~ o n  and 

~ I I j ~ ~  (Reflects deferal o€ realignmen? proposa~) 

The 2002-03 a v e ~ g e  monthly CaIW~RKs caseload of 4 8 ~ , 0 ~ ~  repF~sen~ a 
fram 2001-02. For 2003-04, the c ~ e l o a d  is e 

ow the Governois Budge? projection and a 2.2 
from the ~~~~~0~ projection. 

The May Revision continues to meet the federaily-re~uired combined State and 
county ~ e m p o r a r ~  ~ ~ i s ~ a n c e  for Needy ~a rn~ i i e s  (TANF) 
(MOE). For ~ ~ ~ 2 - 0 ~  and 2~03-04~ the MOE will be met at 
total ~ a ~ W ~ ~ ~ - r e I a t e d  ~ ~ e n d l t u ~ e s  are esrirna d to be $7.2 billion including 
the transfer to the ~ e p a ~ m e n t  of ~ d u c a ~ i ~ n  (SD for child care and county 
e x ~ ~ n ~ ~ t ~ ~ ~ s .  For 2003-04, total CalWORKs related ~ x ~ e n d i t u r e ~  are an~c~pated to 
be $7.0 billion. 

Major General Fund and TANF Block Grant changes proposed for 2002-03 include: 

. 

ce P~ymeri~s-A $307.3 million decrease due to lower than project 
based on more current data reflecting that c a ~ e ~ ~ a d  has ccntinued 

to decline, rather than Ratten as originally projected. This is partially offset by a 
loss of ~ i m e - l ~ ~ i t  savEngs a~?ribu~able to fewer cases than previously ~ t i m a ~ e d  
reaching the ~ ~ - ~ o n t h  C a l W ~ R K ~  iime limit. 

3.3 million increase due to fewer cases than 
previously e § ~ i [ n a ~ e ~  reaching the ~O-month C a l W ~ ~ K ~  time limit and an 
increase in county p e r ~ o r ~ a n c e  incentive funds carried over from prior years 

Child Care-A $73.3 million increase for CalWORKs child CRR due to a higher 
cost per child, fewer cases reaching the 60-month C a i W ~ ~ K s  time limit, and a 
lower estimate of savings attribut~ble to the discontinuance of re~ro~ctive child 



care ~ a y ~ e n t ~ .  Funding has already been transfe~ed to Stage One from the 
serve to address the majority of this ~ncrease~ 

d for 2003-04 include: 

nts-A $940.1 ~ i i ~ o n  decrease as a result of assessing 
costs, as discu~sed in the 

rease in case lo^^, p a ~ i ~ l ~  offset 
~ o u n ~ ~ s  a 30 percent share of C ~ ~ O  

rnent section below, and a proj 
9.3 rniliion increase to reflect the ~ e s ~ o r a t ~ o n  of the grant re 

~ r ~ p o $ e ~  in the Gn~e~nor 's  

'9 ent es-An $84.6 ~ i l l ~ o n  decrease in the one-time 
~ l n ~ m e n ~  services p r o ~ o ~ e d  in the ~ o v ~ r n o ~ a  

reverse the proposal to reduce C a l W O ~ ~  g 
tion to CalWO 
make funds a 
live July I, 2003. 

-A $74.3 million increase in the Total TANF 
he total rese~e  $331.6 miilion. 

needs in any program for which 
RKs benefits, e m p l o ~ ~ n ~  

This fund in^ will be avail 
T4NE funds are a ~ ~ ~ ~ p ~ i a t e d ,  inch 
services, county a d ~ ~ n i ~ ~ a t j a n ,  and child care: as well as liti~ation and changes 
in federal laws and r e ~ u I a ~ i o n ~ ~  The ~ u n d ~ n ~  to i~crease  this reserve has been 

~ r ~ n d f ~ ~ ~ e ~ e ~  families, and im~ lemen ta~ i a~  of a modified fee schedule. 

chiid care ad~ in i s t e~ed  by the SDE. Of chis amount, $38.3 m~ll~on is an incr 
Stage 2 clriid care due to fewer child care cases than ~rev~ou$ly esli 

0-month C a l W ~ ~ K ~  time limit, and $15? million to enable a li 
Child Care and ~ e v e l o p ~ ~ e n ~  Block Grant funding to be used lo augment Stage 3 

Revision reflects an increase of $195.3 million for CalWO 

child Car@. 
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~ase load  for the SSl/SSP prog~am is proje 
and ~ , ~ ~ ~ ~ 0 a ~  recipients in 2003~04~ Sign 

d BE 1,12~~aOa rec~pient~ in 2002-03, 
nt General Fund adjus~ments include: 

sed in the Governor’s Budget, while maintain~ng the proposal to 
An increase of $441.6 million General Fund in 2003-04 to restore the grant 

Increases of $8.7 million General Fund in 2 ~ ~ 2 - a ~  and $12.2 million General 
Fund in 2003-04, due to higher than antic~pa~ed caseioad growh and a higher 
average grant in the SSf/SSP  program^ The year-~o-year caseload growth is 
projected at a ~ p ~ a x i ~ a t e ~ ~  2 percent. 

General Fund ~ p e n d i ~ u r e ~  far the IHSS program are above the levels reflected in 
udget by $15.8 mi!l~o~ in the current year and $1.2 biilion in the 
e!aad is projected to be 302,000 recipie~ts in 2 0 0 2 - ~ ~  and ~29,000 

in 2~03-~4. Of the total increase, 51.2 billion is to restore State funding for lH§S 
~rev ious l~  proposed for r ee l i~nme~ t  in the 2003-04 ~ o v e r n ~ r ’ s  ~ u d ~ e t .  Other 
~ i ~ n ~ f i c a ~ t  General Fund a d j ~ s ~ e n ~ s  include: 

increases of $29 million General Fund in the current year and $46.7 million 
General Fund in the bu~get year due to the higher caseload est~mate, high 
wages for Ins$ p r o v i ~ ~ r s ,  and insreased average number of service hours 
Las Angeies Countjj. 

A decrease of $13.2 million in 2002-03 and $19 million in 2 ~ 0 3 - ~ 4  due to the 
~ ~ ~ i l a ~ ~ i ~ t ~ ,  of increased federal Title XX funding to offset General Fund costs for 
eligible recipients. 

r? l  

General Fund expendi~uies will increase by $64.5 million in the current year, dire 
primarily to a $53.6 million reduction in Title IV-E funds for relatke Foster Care 
providers that were oat approved in accordance with federal  requirement^. The 

maining General Fund increase is due to net increases in caseload and average 
ant payments. 
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For the budget year, the ~ e v i s ~ o n  reflects an increase of 5259.5 millian, 

~ l i y  c ~ ~ g i ~ l e  c ~ i l ~ ~ e n  in Foster Famiiy Homes, and caseload growth. 

State Cenerai Funds for a number of social services p~og~am5 o~i~ina[ly inc~uded in 
the ~eali9nment proposal, are p~oposed to be reinsta or p a ~ a l l y  ~ e ~ ~ t a t e ~  in the 
budget. ~ ~ a l i ~ n ~ e n t  remains a. crucial com~onent o uctural Feform. However, to 

g~sl~tive con5id~r~~ion, the m a j o ~ ~ y  of the Admi~stration’s 
p o d  is being deferred to the remainder of this i e g i ~ l a t ~  

enls--A decrease of $782.3 rniliion reflect5 the 

mentation in 2004-05. 

in the Admin~~ration’s m o d i ~ e ~  
sai for ~ 0 ~ ~ - ~ 4 .  This proposal increases the county shareof- 

stance Payments from 2.5 percent to 30 percent. 

e N i c ~ ~ ~ ~  increase of 
State funding for ~ a l W ~ R ~ s  
posed for r e a ~ ~ g n m ~ n t  in the 
alignmeKi~ proposal assumes 

a 30 percent county ~ ~ a ~ ~ ~ o f - c o s t ,  while the Covernor‘s ~ u d g e ~  ~ 5 u m e d  a 
50 pPTC@nt CQbinQJ share. 

)-An ~ n c r e ~ s e  of $398.9 millian is incjuded to 
late ~ u n d i n ~  for CWS praposed for r e a~~gnmen~  in the 2003-04 
1. The ~odi f ied ~ ~ a l i ~ n m e n ~  proposal  assume^ a 50 percent 

county share-of-eost, while the ~ o v e r n o ~ ~ . ~ u d ~ ~ t  assumed a 100 percent 
county share. 

c r e v ~ ~ ~ i ~ ~ ,  i ~ t e r ~ ~ n ~ i ~ ~ ~  and ~ ~ e ~ t ~ e n t  { 
increase of 51 million is included to partially restore State 
program, which was proposed for ~ ~ a l i ~ n ~ e n t  in the 200344 ~ o v ~ ~ n o r ’ ~  
Budget. This a ~ ~ u n t  reflects the s ~ ~ t u t ~ r i l ~ ~ r e q u i ~ e d  appropriatiQn to the Stale 
Children’s Trust Fund to supporr i ~ n o v a ~ v e  services contracts to develop child- 
centered appFoa~~es  geared toward the prevention of child abuse and neglect. 

~a~ts- - - -An increase of $222.8 million is includ~d to p a ~ a l l y  
restore S1at.e ~ ~ J n ~ i n g  for Foster Care Grants proposed for r e a l i ~ n ~ e n t  in the 
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Governor's Budget. The modifi~d ReaIignment proposa~ assumes 
an 80 percent county share-of-cost, while the  overn nor's Budget assumed a 
ID0 percent county share. 

i~n--An increase of $23.2 million is inc~uded to 
ding for Foster Care Admin~strat~on p~opo~ed  for 

get. The modified realign men^ 
e-of-cost, whik the Governork 

~ e a ~ ~ g n ~ e n t  in the 2003-04 Governor's 
proposal assumes a 50 percent county 
Budget assumed a 100 percent county share. 

The May Revision proposes to fully restore funding for the following programs 
originally pr~posed for ~ e a ~ ~ n ~ ~ n t  in the Governois Budset. 

* m-An increase of $217 million to restore State 
ante Program. 

@--An increase of 

)--An increase of $11.2 million to 

( ~ ~ P I ~ - A n  increase of 

S-An increase of $1.2 billion to restore State fun~ing for IHSS, iIiciuding 
$1.1 billion for lHSS arid $84.9 million for ad~i~is t ra t ion.  

j n ~ t ~ ~ ~ j ~ ~ - A n  increase of $268.1 ~ ~ l l i o n  to restore state 

~ ~ p e n d ~ t u r ~ s  required for enrollment, caseload, and ~ o ~ u l a t i o n  changes have 
increased. ~ u r t ~ e r m a r e ,  the m i d ~ y e ~ r  r e d ~ ~ t i o n ~  proposed in January have not been 
fully enacted. These factors necessi~ate further a d j u ~ t m ~ n t s  to reduce or eliminate 
'various programs included in the January Governor's Budget. ~ c c o r ~ i n ~ i y ,  the 
~dminist~ation is ~ ~ o p o ~ i n g  reductions as follows: 

e n ~ i t u ~ e s  Towar 
557 million General Fund resuking from counting a like amount of general 
subsidized child care ~ ~ p e n ~ i t ~ r e s  toward the ~eder~ly-required MOE. This 
results in a $57 rnillian increase in TANF expenditures in order to maintain 
CaiWORKs program funding. 
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ng from o ~ f s e t ~ n ~  costs in the 
unt of TAPIF to the federal 

' lion to reflect the 
in the G5ve~nor.s 

of three years. The revised ~ ~ 0 3 - 0 4  ~ u d g e t  alsn includes a co~espond in~  
~ e d ~ c l i ~ n  in e x ~ e n d i t u ~ ~  a u ~ o ~ t y  from the Heath and ~ u m a R  Services Data 

)-A d~crease of $4.9 million 
reflec~ the net changes for 

nd the ~ ~ a b ~ i s ~ m e n t  of 
c ~ n t r ~ c t  ex~,ension~ i n c ~ a s ~ d  support to c o n d u ~  

e x ~ ~ n d i t ~ r ~  authority. 

an-A decrease of $2. 
r ~ ~ i n t i ~ g  ~empt iQn  for small lice 

providers   em^^ Live Scan). This ~ r ~ ~ o s a i  would create parity a m ~ n ~  
large (non f e e ~ ~ ~ ~ m ~ t )  and small (fee ~ x ~ ~ p t ~  providers. 

re r 
May Revision ineludes a decrease of $2.7 miliion General Fund c o ~ p a r e d  to 

the Governor's Budget. This is p ~ ~ a r i l y  savings that results from additiona~ federal 
~ n c ~ n ~ i v ~ s  of $3.2 million, which were p ally offset by a 5'1.4 ~ i l ~ o n  increase in the 
Alte~R~~ive Federal Penalty. The increa ncen~ive~ reflect im~roved pe~ormance 
on federal child support program ~ ~ r ~ ~ ~ a ~ c e  measures. 
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ion includes a net increase of $ ~ ~ ~ , 0 ~ 0  General Fund. compri~ed of 

s because of an anticipated increase in federal 

ajor a ~ j u $ ~ ~ e n t s :  

$1.8 million General Fun 
i n ~ e ~ t i v e ~ .  

$1.5  lion General Fund increase ~esu~tin 
~ l t ~ ~ n a t i v e  Federal Penalty, based on estirna 
a ~ ~ i n i ~ t ~ a t i v e  expendi~ures. The ~ l t e r n ~ ~ v e  
State each year is a per~entage of the Child S u ~ ~ o r t  P~agram’~ adm~nis~~at iv~ 
costs for the prior FR.  

0 

,000 G e ~ e r a ~  Fund ~eappeopria d from the 5udge~ Act of 2002 bec 
ays in the ~ r o c u ~ e ~ e n ~  of a vendor for the conve~s~on of cunent county 

consortja a~itomat~on systms into a single s t a t e ~ d e  system. The s y ~ ~ m s  are 
propased For conversion tn realize syskrn ~ f ~ c i e n c i e ~  and reduce m a ~ n t e n a ~ ~ e ,  
oper~~jons, and system ~nhancemen~ casts. 

Chiid Support c o I ~ ~ c ~ ~ o ~ s  are projected ta be $2.3 biilion in 2002-03 and $2.4 biilion 
in 2003-0.4. ~ ~ l l e c t i a n ~  are expected to increa5e by $14.5 million. or 0.6 percent for 
2002-03 and $46.6 ~ i l ~ ~ o n ~  or 2 percent for ~ 0 ~ 3 - 0 4 ,  over the level ~ r o ~ ~ ~ e d  in the 

medical services policy with overall State health policy, and increase o r ~ ~ n ~ z a ~ ~ o n a l  
and a d ~ ~ i n i ~ ~ r ~ ~ v ~  efficiency through the consoi~datjon of similar f u ~ t ~ n s  under 
the DHS. The ~ d ~ i n i ~ ~ r a t i o ~  has further  valuate^ EMSA’s role in the deveiaprnent 

medical response to terrorist events, and has ~ e ~ e r ~ i n e d  that EMSA would be 
ency medical services policy, ~articularly in the area of the State’s 



more effective in the d e v e ~ o p ~ e n t  and diss~m~nat~on of su 
oses the res~o~ation of 
ilion General Fund for 

y The ~ a y  ~ e ~ s i o n  
6 positions and $10 

a s ~ i ~ t a n c ~ .  C o n ~ o r ~ i f l ~  actions are p i o p o s ~ ~  in the DHS budget. 

Public safety con~nues  to be a high priority for the A d ~ i ~ i ~ t ~ ~ t ~ o n .  The May 
~ e ~ s i o n  j n c l ~ ~ ~ ~  an increase of $32.8 ~ ~ i l ~ ~ n  in r e ~ ~ b t i r 5 e ~ e n ~  to i ~ ~ l e ~ ~ n t  a 

to prepare ~ a l i ~ o ~ ~ a  h o s p ~ ~ ~  and other h e a l ~ h ~ a r ~  ~ r ~ a n i 2 a t ~ o ~ s  for 
m attack. In the wake of the S~ptember 11" terr~rist ~ t ~ a c k ~  and the 
anthrax jncidents, hospitals and  ergen en^^ ~ e d i ~ a i  services p ~ o ~ ~ d ~ ~ ~  

California is u n ~ ~ e p a r e d  for a b io te~~or i~ t  event. This 
s an in~aluable o ~ p o ~ u ~ i t y f o ~  hos~ltals  and h ~ ~ i t h c a r e  

p~ovideF~ to focus on b j o ~ e F r o ~ s ~  and p r e ~ a ~ e d n ~ s ~  issues. 

r ~ i ~ ~ u r ~ e r n e n t s  and 56.6 positions in the DCSD to restore 50 percent of f u ~ i ~ g  
and positions proposed foi transfer to the Department of Social Services (DSS) as 

is necessary due to the ~n~~c ipa t ed  delay in the p r ~ p o ~ e d  co 

The ~ ~ ~ ~ f l i ~ t r a t i o n ' ~  Mid-Year  pend din^ Reduction plan ~ n c l ~ d ~ ~  a proposal Fo 
revert $1.3 rniliion in the Natu lizatian Services Program to the General Fund 
in 2002-03. As there was no iegisiative action to approve this reversion, the May 
Revision fully restores these funds. 

* 



- 
____ 

sion proposes the fo l l o~ng  reversion$, loan, and transfers to the 

Revert to the General Fund $4.683 ~ i l ~ i o n  ap~~opria ted in  chap^^^ 8, Statutes 
of 2001, First ~ ~ ~ a o r d i n a ~  Session, for energy c o n ~ e ~ a t i o n  Projects such 
as demand responsive ~ u i i ~ n g  ~ ~ e ~ s ,  ciassraom o u t ~ a c h ,  and , ~ ~ ~ i p ~ e n t  
retrofit projects. 

e- Revert to the General Fund $ 2 ~ 0 , ~ 0 ~  appropria~ed in Chapter 329, Stat,utes of 
2000 far cwnservation and d e ~ a n d - s ~ ~ e  ~ a n a ~ e m e n t  p r o ~ r a ~ $ .  

L.oan $20.0 rniilion Public lnterest Research, Revelopm~nt, and ~ e m o n s ~ r ~ t i o n  
Fund to the General Fund. The Public !nterest Energy Research (PIFA) progr~m 
provides grants to public and private entities for energy research and develop- 
ment projects such as energy efficiency, renewa&ie energy, and e ~ e r g ~  systems 
i n ~ e ~ r ~ ~ i o n .  Due to ihe long-term nature oF the PIER res~arch and d.eveiopment 
projects, the proposed loan will address the current G e n e F ~  Fund shortfall 
without affect~ng the overti success of the PIER program. Therefore, PIER 
~ ~ ? e n ~ i t u ~ e s  are proposed for reduction and the resources loaned to the 
General Fund. 

Transfer of $1.288 miiiiwn Energy ~echnologies Research, Revelop~ent and 
~ ~ m o n ~ t r a t i o n  Account (RAP) to the General Fond. Under ETAP, the California 
Energy ~ o m ~ i ~ ~ i o n  offers grants and loans to public and private e n ~ t ~ e s  for 
energy conservation and efficie~cy-related research and development projects. 
Today, ETAP pro~ram$ are a v e ~ h a d o w ~ d  by the ~ommissiwn'~ 
which supports similar research and development activities but 
sca!e ($62.5 million per year). Therefore, ETAP exp~ndi t~res  are proposed to be 
reduced and fund reserves transferred to the General Fund 10 support other high 
priority programs. 

Transfer of $1.014 million Local Govern~ent  Geothermal Resources 
~ ~ ~ e ! ~ p m e n t  Account to the General Fund. The G e o t ~ r m a l  Program offers 



reposes to reduce General Fund support for the 'Darn Safety 
illion and repiace these funds with fees. The ~ g p ~ ~ ~ e n ~  of 

Water Resources' Darn S 
j n t e ~ r ~ ~ y  of darns ~ r ~ ~ ~ ~ h o u t  the state. The 
~ r ~ ~ ~ n ~  ~ p ? r a x ~ r n a ~ ~ l y  70 percent of this program. with the rernaiR~ng 30 percent 
funded h r n  existing fees on darn owners. This proposal will ~ncrease darn s a f ~ ~  
fees to offset most of the General Fund ex?eriditures for the Darn Safety Program, 

Program inspects and e v a l u ~ ~ s  the stmetural 
eneral Fund is  current^ ~es?onsibIe for 



Fe~ujtin~ in $4.7 million of Genera! Fund savings. However, this fee i n c r e a ~  will not 
apply to owners of smaller darns on farms and ranch 

__^_ 

____ 

The 'v\ay Re~siQn proposes a 5136.0 million loan from the ~a~ i foR~ia  T e l e c o n ~ ~ ~  
Fund ~d~in i s t ra t ive  ~ o ~ m j t t e e  Fund to the ~ e n e r a l  Fund. The 
Telecannect Fund pro~ram offers  discount^ on telecommunicatio 
as business lines and b~oadband semices, to ~ u a l ~ f ~ n ~  schools, l ~ b r ~ r i ~ § ,  hospi~al~,  
and c o ~ ~ u ~ i ~ y - ~ a s e d  o ~ ~ ~ n i ~ a t i ~ n s .  However, the program has been u n ~ e ~ ~ ~ ~ z e ~ ,  
due in parl, to a c o ~ ~ e ~ i n g  Federn! program that offers similar disco~nts on 
t e l e c ~ ~ ~ u n ~ c a ~ ~ o ~ ~  services. As a result, $136.0 million can be loaned to the 
General Fund with no p r o ~ r a ~ m ~ ~ s  impact. 

The May Revision aiso p r o p o s ~ ~  an increase of $1.92 million Pubiic Ut~l i t i~s 
~ a ~ ~ i s 5 i o n  (PUC) Utilities ~ e ~ m b u r s e ~ e n t  Account for expert ~ t f l e ~ e s  to 
PUC with defense of the Pacific Gas G EIectric (PGGE) v. Loretta Lynch et a1 it. 
if won by PGGE, this iawsuit could allow the utility to raise e l ~ ~ t ~ c i t y  rates to collect 
between $3.0 billion and $8.0 biliion From ratepayers. 

_I_ 

The May Revision includes $1.1 miliion for increased postage cosIs for the N o v ~ ~ b e r  
ballot and the redesign and printing of Voter Re~s~rat ion Cards. in add~ion, $1.1 million 
is proposed for payment of federal c o u ~ - a ~ a r d e d  attorney fees against the ~ e c ~ e t a ~  
of State related lo the d e c e ~ i ~ s a ~ ~ o ~  of specific punch-card voti 



-- 

‘me May Revision proposes an augmen~at~on of $1.9 million and 28 posi~ions, 
i n ~ l ~ ~ ~ n ~  the transfer of $1.7  illi ion and 27 positions from the Yountville Home’s 

to ~ e a d ~ u a ~ r ~ .  The 
a new Director of Medical Services 

I 

as 
e May R e ~ ~ i o r ~  ~ n ~ l u ~ e s  $4.4 million General Fund due to a ~ h ~ ~ f a ~ l  in 

r e ~ ~ ~ b ~ r ~ ~ ~ e n t ~  in the current year for the Yountv~ile Horne. 

ar 
million General Fund, a ~ e d u ~ ~ o n  

~ ~ c a ~ e / ~ e d i - C ~ i  ? e i m b u r s e ~ e n ~  colle~i s of $3.2 mil~ion, an increase of 
,000 federal fiinds, and a reduction of 60 positions. These changes are due 

to an increase in the ~ n i ~ e d  States ~ e p a ~ m e n t  of ~ e ~ e r a n s  
diem rate and a r e a ~ ~ a n i ~ a t ~ o n  of the Y o u n ~ ~ l i e  Home, incl 
~ o I d e r m ~ n  Iklospitai, the transfer cif 27 central services positions to H e a d ~ u a ~ t e ~ ,  
the conso~ida~io~ of the business office, and the r e ~ l i g n ~ e n t  of both the urgent care 
and the a ~ ~ u i a ~ o r y  care clinics. 

The May Revision includes $1.1 million Gene~al Fund for cu~?ent-year t?anspor- 
tation, nursing ? e ~ i $ t ~ ~  and security costs ~ ~ s o c i a t ~ d  with closure of the Skilled 
Nursing Facility at the Barstow Home. 

4 



The May Revision proposes a reducllon of $1.8 million ~ e n e r a l  Fund, a reduction 
in re~mbursement collections of $3 million, and a reduc~on in federal funds of 
$I 8 million due to the closure of the ~ ~ ~ l l ~ ~  Nursing Facility at the ~ a r ~ t o w  Home. 

_I 

The May Revision proposes a $22,000 increase in General Fund, a $1.3 million 
increase in r e i ~ ~ ~ r s e m e n ~ s ,  and a $1 mi~iion increase in federal funds. These 
changes are due to an increase in the USBVA per diem rate, an increase in the 
budgeted census levei related to the closure of the $ ~ 1 1 ~  ~ u r ~ i R ~  ~ ~ c ~ i ~  at the 
B ~ W ~ Q W  Home, and incseased M e d ~ ~ ~ r e i ~ e d i - ~ ~ l  r e i m h u ~ ~ ~ r n e n ~  and USDVA per 
diem rate coilections resulting from the conver~~on of the ln~ermediate Care Facility 
to a Skilled Nursing F ~ c ~ l i t ~ .  

- 
- 

The May Revision pr~vides for several changes lo ~ ~ P l Q ~ r n e n ~  ~evelapment 
D e p a ~ m e n ~  (EDD) p ~ o g ~ a m ~  that are ~rimar~ly f ~ ~ e r a l l y  ~ u ~ ~ e d ~  H j ~ h l i ~ h t ~  of 

- ~ _ _ _ _ _ _ _  
Ce 

The May Revision includes increased benefits of $1.6 billion for the ~ n e ~ p l o y r n e n ~  
l n ~ u ~ ~ n c e  @I) and ~ i s a b i l i ~ y  Insurance @I) programs. The pFQjeCted increase 
in benefit pay me^^ is a~socia~ed with ~ a t ~ o ~  changes to the weekly benefit 
a f f ~ ~ u n ~ ~  in both ~ r o ~ r a m s .  ~ d d i ~ ~ ~ n ~ ~ l y ,  the ~ i u g ~ i s h  eCOnQmy c a ~ ~ i ~ ~ e s  to impact 
~ R i p l o ~ m ~ n t  levels, leading t.0 increased claim activity in the Ui program. 

ear 
The May Revision includes a 51.4 billion increase for Ui and a 566.2 million increase 
for Dl benefits in 2003-04. The projected increases are due to a higher level of 
tin employ men^ claims and increased claim ~ u r a t ~ o n  in both programs. in addition to 
these benefit ~ d j ~ ~ t m e n t 5 ,  tlie May Revision proposes the follow in^ augmen~~ions:  



I 

An increase of 43.7 personnei years and $3 million t.o pel?orm fraud ? r e v ~ n ~ o ~  

sion reflects a reduction of $88.9 million in federal WR~~RFce 

uth a ~ t i ~ ~ i e ~ ,  and 
~ i ~ l i ~ n  will affect 

nd 15 percent ~ o v ~ r ~ o r ’ ~  

local a ~ ~ i ~ ~ ~ n c e  General Fund 
, which ? r o ~ i d ~ s  workeis 
e worker v o l ~ ~ ~ ~ e ~  who are 

____ 
___ 



a highly contagious dlsease that affects poultry food produc~i~n,  infects most bird 
species, has the abrlity to spread ~ p l d l y ~  and has a high fatality rate. 

___l 

Due to the continuiRg deterioration of the State's fiscal out lo~k,  the May Revision 
proposes reductions totaling $5.5 million in General Fund for the Sai~foeni~ 
~ouncil ,  ~ r i R g i ~ g  total reduc~~oos to the Arts S o u n d  to $14  illi ion, includ 

~ i ~ ~ s - $ ~ ~ 2 , 0 ~ 0  and 28 positions for state  operation$^ This r 
would retain $ ~ ~ ~ , 0 0 0  for the Arts in ~ d u ~ a t i o n  Pro 
P e ~ o ~ ~ n ~  Arts ~Fo$raN~. and $95~,000 for the Organi~ational Support Grants 

tat 

PrOgFam, 

L O C ~  ~ s s ~ ~ ~ a ~ c ~ - $ ~  million for local assistance projects and grant p ~ o g r a ~ ~  
This redu~tion would retain $1.6 mi~lion for the A m  in ~ d ~ c a t i o n  prog~am, 
$1.6 million for the O r ~ a n ~ ~ a t i o n ~  Support Grants Program, $30~,000 For the 
F e ~ Q r ~ i ~ ~  Arts Program, and $1.5 million for the Culturd institu~ons Program. 

The Budget Act of 2002 deferred payment for non-edu~ation mand~te  
from prior years as well as the 2002-03 costs of those maRda~es~ The 
Governor's Budget proposed to continue the deferral of m a n d a ~  pay men^$, 
preserving the obl~~ation of local ~ove rnmen~s  to provide the ~ a n d ~ t ~ ~  a ~ ~ t ~ e s  
as well as the obligation of the State to reirnburse those entities in the ~ u ~ ~ F ~ ,  with 
interest. 

The May Revision proposes the b us pension of 34 mandates and the repeal of one 
m a n ~ a t ~ .  The mandate pro?o~ed for repeal, relakd to the Open  act 
(Chapter 647, Statutes of 1986), requires local entities to post a g e n d ~ ~  
Items to be considered at meetings, as well as the time and location of the ~ ~ ~ t i n g s .  
This mandate requires local ~ o v e ~ ~ r n e n ~  t o  perform activities that any reSpoRs~ble 
public agency should perform without being mandated to do so, and F~~aining it 
would continue the State's obligation to pay the cost. Mandates such as this result in 
additional Genera! Fund costs without producing a significant benefit to the State. 



ire 

ee 
- 

era1 Fund c o ~ t r i b ~ ~ i ~ n s  to the State Teachers' ~ e t i r e ~ ~ n t  ~ystem (SIX§') 

ecrian will increas 1.5 miliion far 20 
02 fiscal year teacher payroll, 
this would result in a total 
cai year only, the c a n ~ i b ~ ~ i Q n  
e ~ n a c ~ ~ e n t  of Chapter 6, 

~ ~ ~ t u t ~ $  of 2003, First ~ ~ r ~ a ~ d i n ~ ~  Session (SB 20X). This results in no r ~ d u c ~ o n  
to ~~~~~t~ for retired t e a ~ ~ e r s .  

which is *he basis for the sta 

Remsion includes a ~ e ~ ~ e ~ s e  of a~prox~mateiy $10.3 million G~neral Fund 
7.7 million to S81"4 ~ i l ~ i o n )  to r ~ ~ n c ~  th Judges' ~ e ~ ~ e ~ ~ ~ ~  

helance far benefit ~ a ~ ~ e n ~ s  to rewed judges from two months to one month. 



es not include funding for salary i n c r e a ~ s  effective in 
&or of Finance and the Director of the ~ e p a ~ ~ e n t  of 

Personnel p ministration jointly r e q u ~ e d  d e p a ~ e ~  to prepare staff reduceon 
plans. to ~ i ~ ~ ~ a ~ e  the effects of the u n b ~ ~ g e s ~  sa\ary increases. 

The May Revision includes an increase to the ~ Q Q ~ ~ ~ 4 ,   overn no^^ Budget of 
~ ~ , ~ ? 7 , ~ ~ ~  to provide the Department of P e r ~ ~ n n e i  A ~ ~ i n i s t ~ ~ ~ o n  with a 
staffing and funding to ~ m p l ~ ~ ~ n t  a layoff plan. 

The May Revision includes an increase to the 2 Q ~ ~ - Q 4  Governor’s Bu 
$ ~ , ~ 2 6 , ~ ~ 0  to c ~ n t i n ~ e  f u n ~ n ~  for annuitants in the Rural Wealth c 

The ~ ~ ~ i n i ~ t r a ~ ~ o n  has r e ~ u ~ s ~ e d  the State Chief l n f o ~ ~ ~ t i o n  Officer lo develop 
a Governor’s ~~organi~at ion  Plan to consolidate the Health and Human Services 

ency Data Center and the Stephen P. Teak Data Center be~inning in fiscal year 
04-05, with the objective of position in^ the State to i m ~ l ~ m e n t  data center 

services more ~ ~ f ~ c ~ ~ ~ e l y .  While no immedia~e o ~ ~ ~ a t ~ o n a ~  savi s will be ~ e r i ~ e ~ .  
there should be other benefits including potential ad~inistrati savings and savings 
from ~ o ~ $ o l i d a t e ~  ~u rchas in~ .  

I___ 

I__ 



__I. 

- 

iion from the Seif-Help Housing 

~ a u s i n ~  and ~ m e r g ~ n c y  

Fund 

o u ~ i ~ ~  Fund-A fund shih and tsansfer to the General Fund of 
m the ~ ~ ~ f * ~ e l ~  H~u$ing Fund 

--A fund shift and transfer to the Generai Fund 
of $27 1 rnriiion from ~ ~ ~ ~ w o ~ k e ~  H o ~ s ~ n ~  Grant Fund 



_I_ 

____ 

The Nay Revision proposes to cap the revenues dnd ex?endiiure§ for Special 
" F r ~ ~ ~ p o r ~ t ~ o ~  ~ r o ~ ~ a ~ s  at the $100 4 million level specified in the 2003-04 

miliion to the General Fund. 

! 

Tne May Revision proposes the f o l l o ~ n ~  a d j ~ ~ ~ e n ~ :  

~ T i ~ ) ~ ~ ~ e  May ~ e ~ ~ i o n  lncJudes a ~o~i f ica t ion  
F O ~ ~ S ~ I  to suspend the &r~nsfer of revenues from the sales 

tax on gasoline. In order to ~r~~~~~ suficient funds to meet the cash req~i~ements 
of projects that received a ~ ~ o ~ ~ ~ j Q n s  piiar to 5e~ember  . the May ~evisjon 
proposes to transfer $207 million in revenues from the 
TIF ? ~ r ~ ~ a n &  to Article XIXB, Section 1 (d) of ihe ~ o n ~ ~ t ~ t i o n .  Of this  amount^ 
$157.5 million is proposed for ex~end~ture from the ~ o n ~ i n u o u s  a p ~ r o ~ ~ a t i o n  of the 
Traffic Congestion Relief Fund for project ~ p e n ~ ~ u r e s .  A budget act appr 
of 549.5 r n i ~ ~ i o ~ ~  is proposed to S U ~ ~ O ~ C  
project and program support workload. 
for a partial TIF suspen~~oR of $938 mil 
specify that the General Fund shali be obligated to repay the TiF for the amo~n t  of 
the rmnsfer that is §uspended in 2003-04. 

2,296.5 personnel years ~elat~ve to the ~ o v e r n o ~ s  Budget to reflect project delivery 
workload. This staffing level includes workload for the non-TraFfis ~ Q n ~ ~ ~ t j o n  Relief 
Fund components af the Traffic Congestion Relief Program projects. 

3 pos i~ons l2~~ .7  per$onn~l years for 
dget trailer bill i a n g u a ~ ~  is also proposed 
the a~oun t  over $2Q7 million, and to 

---An increase of $98.4 million and 1,365 positions/ 
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~ i ~ ~ - A  net decrease of $1.5 mill~on 

+ A decrease of $1.9 rn~lllon to reflect the reversal of the ~ o n ~ o ~ ~ a ~ ~ o n  ofthe Mgh- 
Speed Rail ~ u t h ~ ~ i ~  ( ~ i i t l ~ ~ r i ~ )  w ~ h ~ n  ~ a l t r ~ n ~  as ~ r o p ~ s e ~  in the ~ o v ~ r n o ~ ' s  

An increase of $ ~ 1 2 , 0 ~ ~  in ~e~mbursemen~  for Caltrans to redirect three 
personnel years of support to assist the A u t h o ~ t y ,  thereb~ incQ~ora t in~ 
Cahrans expeirise into the Authori~y's e n ~ r o n ~ ~ n t a l  imp~ct  report and planning 
processes. 

sal-An insrease of $3.8 lion in special funds 

Fund and 156.4 positions, and propQSt3S the fn l l o~ng  restorations~ 

--$2.1 million in reim 
sition far an i n t ~ r ~ ~ e n c  

~ ~ P J ~ ~ ~ e n t  Training Pariel io a d ~ i n i § ~ e r  $2 million in iccal 
u ~ ~ c ~ u ~ i ~ g  Technology Program. 

$ ~ ~ ~ t $ - ~ ~ 2 ~ , ~ ~ ~  in r e i m b u ~ ~ e ~ e n t  au&horjry to 
restore 7.5 positions to collect the industry a s s e ~ ~ e n t s  on behalf of the n o n p r o ~  
Tourism ~ o ~ r n i ~ ~ ~ o n .  



~ t i a ~ - $ ~ ~ ~ ~ ~ O O  GeneFai Fund and 
2.0 ~ o $ ~ ~ o n  to restore funding for the Office to continue to rep re sen^ Cai~forn~~'s 
interests before the next Base ~ealignment and Closure Round in 2005. 

~ 2 ~ , O R ~  General Fund to restore f~nding for 

s- $2.5 million General Fund for tourism 
m ~ r k e ~ n ~  in conjunctio~ with the Tourism ~ o ~ m ~ s 5 i o n .  

sion adds Control Section 5.50, which would authorize the 
n to develop and j ~ p l e r n e n ~  a plan to g e n ~ ~ a t e  and capture ~ a ~ n g ~  

of up to $100 million ($50 inillion General Fund) or more through ope~ational 
~ ~ c j ~ n c i ~  in areas such as c o n t r a c ~ n ~ ,  ~ ~ a s ~ n ~ ,  and p r o c ~ ~ n ~  goods and services. 

The Governor's Budget ciirect.ed the ~ e p a ~ m e n t  of Personnel ~dministration @PA) 
to negotiate through the coilective b a r g a i ~ i n ~  process a reduc~iun of $855 million 
(5470 million General Fund) 
To achieve this ~~~~~~~Q~~ th 
saiary increases, lowering or freezi 
~ ~ r l o u ~ h s ,  and other similar personnel actions. 

In ~nt.i~ipation of changes, the Governor's Budget did not include any new Funds 
for employee c ~ ~ p e n ~ a ~ ~ ~ n  increases and aiso assumed a net reduct 
$95.5 million ($65.9 million General Fund) from d e p a ~ e n ~ s '  base b 
employee expenses. While the May Revision continues these planned savings, the 
State must be prepared to implement other alternatives should the ~ ~ n ~ s  not be 
realized in a timely manner through the collective ba r~~ in ing  process. 

-04 employee cornpen 



net effect of a11 actions taken by this control section is to reduce app~opriation~ by at 
\east 595.5 ~ ~ 1 ~ ~ 0 ~  ($65.9 rniliion ~ e n e ~ ~ i  Fund), and actions taken ~ u F ~ u a n ~  to the 
section wit! be reported to the ~ e g i s i ~ t u r e ~  

ee .I5 

I .56 1.69 

r SAL purposes, per capita personal income is defined as c ~ i e n d ~ t  fourth 
rter California ~ e ~ ~ o ~ ~ l  income, as estimated by the U S  Bureau of Economic 

of Finance. Since BEA does nat release its estim 
~ e ~ ~ ~ ~ ~ e n t  of Financ ses its own estimate for the Govern 
Revision reflects the B 

The SAL for 2002-03 does not change since it was ~ t a t u t o ~ i y  ~ s t ~ b i i s h ~ d  by Control 
Section 12.00 of the 2002 Bud 



nt 

The Governor's Bud et antic~pated current year general o~iigation (GO) bond debt 
service e ~ e n d ~ t u  iy $1.653 billion The May Revision proposes a 
Fe~uc~ion of $7.8  illi ion to reflect savings from ~ommerciai Paper costs and accrued 
interest and ~ r e ~ i u m s  from bands sales occurring in spring of the current year. 

get ~ n ~ j c ~ ~ a t ~ ~  budget year GO bond debt service expen~jtures 
870 billion. There will be a net increase of $54.7 million in debt 

senrice ~ n d i n g  in the budget year resulting primarily from an increase in the sales of 
fixed and variable rate bonds. 

era1 Fund savings and $ ~ ~ 9 , 0 0 0  
sts in budget year. These 

savings result from changes in bond sale schedul~s and i ~ c ~ e a ~ s  in off-setting 
r ~ ~ m b ~ r § ~ m e n t s .  In  addition^ there is $139,000 General Fund savings and $31,000 
special fund savings in current year a s  a result of updated insurance costs. 

S 

The  overn no^'$ Budget a ~ t i ~ i ~ a t ~ d  the interest cost on internal borrowing to be 
$30.0 million Genera! Fund. However, due to ~ n a n t i c i ~ a ~ e d  events, such as the 
lo55 of the tobacco ~ec~ri~i2at ion bond proceeds in April, the enactment of fewer 
current year reductions than proposed by the Adminis~ra~~on, and the deteriora~ion 
in ieveniies, the State's reliance an barrowing from internal sources to meet 



s increased. Actual interest costs t h ~ o u ~ h  
at $23.6 million. lnterest costs for the month of April alone are estima~ed at 
$7.5 miliion. Therefore, interest costs for the r e m ~ ~ n g  months of ~ 0 0 2 ~ ~ 3  are now 
e s ~ i ~ a ~ e d  at $15 million. For this reason, interest costs on i n t e ~ a i  bo~owing are 
cirmntly es t i~a ted  at 45 million, a $15 miilion increase from the J a n u a ~  estimate. 

get in~luded $211.5 miilio~ for the interest costs on external 
03. The r e d e ~ p t ~ o n  of the 3"' i n s t ~ l ~ e n t  of Revenue 

), issued in June 2002, 
lion of interest cost savi 

o v e ~ ~ e r  rather than 
On the other hand, it is 

~ ~ t i m a ~ e ~  that $101.6 million of add~tional General Fund will b 
to cover addit~o~~al costs related to the issuance of RAWS anticip 
June 2003. This e s t i ~ a ~ e  includes the a n ~ j c ~ ~ a ~ e ~  costs for cre 
for the RAWS. It was not an~jc i~a te  
that the State would need ta issue 
these costs were not budgeted at 
2002-03 is now e ~ t i i n a t ~  at $302.6 million, or an insrease of $91.1 million. The 
total 2002-03 Gene~al Fund increase is $106.1 m~lion. 

e time of the 2003-04 ~ o v e r n o ~ ~ s  Budget 
before the end of the fiscal year; therefore, 
e. The total cost of e ~ e ~ a l  bor~wing in 

ar 
or's Budget ant~cjp~ted she interest costs on internal borrowing to be 

$31.2 rniltion General Fund. The May ~ e v i s ~ o n  e s ~ i ~ a t e ~  the interest costs an 
internal borrow in^ to be $30.6 million. This re~ec t s  a $ 5 ~ ~ , 0 0 0  reducti~n in the 
estimated interest due for budgeted loans ~cheduied to be repaid in ~ 0 0 ~ - 0 4 ~  

The Governor's Budget anti~ipated the interest costs on external b o r r o ~ n g  lo be 
was based upon the ~ s s u ~ p ~ i o n  that 
Ns) would be issued in Juiy 2003 and 

.O million General Fund. This estim 
biilian Revenue Antic~pation Notes 

redeemed in June 2004. 

The ~ ~ m t n i s ~ r a t ~ o n ,  along with tho State ~ o ~ ~ r o l l e ~ ~  Office and the State "IreasureTs 
Office, has been mon~tor~ng the State's cash condi~Qn closely since J a n u ~ .  On 
Feebr;iay 27, 2003, the Governtar approved the Controller's request to establish 
the General Cash ~ ~ ~ ~ l ~ n ~  Fund, the initial siep n e ~ ~ s a ~  
Controller has indicated his intent to sell up to $11 billion of in June 2003, and 
the Governor grante~ approval on May 2, 2003. The stmsture and maturity date($ of 
RAWS and the siring of RANs to be issued in 2 0 0 3 - ~ ,  if needed, have not yet been 
~ e t ~ ~ ~ ~ ~ ~ ~ .  Rased upon the above, the revised e s t i ~ a t e  for external ~ o ~ o w i n g  costs 
is $280.0 million, or an increase of $120.0 million. The estimate should be sufficient 
to cover the interest costs of RAWS and WNs, if needed, and any credit enhance men^ 
?hat may be required. The total 2003.44 General Fund increase is $119.4 miliion. 



The May Revision e s t i ~ a t e s  are p r e ~ i m i n a ~  because the cash flow ~ ~ o ~ ~ c ~ a n ~   ann no^ 
he c o m ~ j ~ ~ e d  by the May 14 statutory de~d~ne .  An u F ~ a t ~  cash Row and r e l ~ ~ e d  
interest costs will be a ~ a i l a ~ l e  soon after the formal release of the May ~ ~ s i o n .  

We note that these estimates are based on the a s s u ~ ~ ~ i o n  of e n a c ~ m ~ n ~  of a timely 
budget. The need for internal andjor external  owing will ultim 
on the cash now projection for the Budget Act together with new 

518.5 mil~ion for t e c h n a l o ~  grants to local law enforce men^. 

$18.5 million for grants to small and rural county sheriffs. 

$232.6 million total ($116.3 million each) for the Citizens Option for Public 
Safety (COPS) and Juvenile Crime p?eVe~tioR pro~rams. 

l___ 

Section 10754 of the Revenue and Taxation Code requires the ~ e ~ a ~ ~ e ~ t  of Motor 
Vehicles ~~M~ and the ~ e p a ~ t m e n t  of ~ o u s i n ~  and CornmLini~ ~ e v e l o F m e n ~  
(HCD), as a p p ~ ~ p ~ ~ a t e ,  to reduce the vehicle license fee (VLF) offsets and restore 
the VLF “‘during any period in which i n s ~ f ~ c i ~ n t  moneys are available to be 
transfe~ed horn the General Fund to fully fund the ased an all available 
financial i R ~ o ~ ~ a t i o n ,  it is anti~ipated there will be i m o n e ~ ~  a v a i l a ~ l ~  to 
be ~ r a J i ~ ~ e r r e d  froin the General Fund for the offsets, ~ e ~ i n n i n ~  with the p ~ ~ e n t s  
scheduled for transfer in July 2003. Thus, this May R ~ i § i o n  assumes that the State 
will not be o b l i ~ a ~ e d  to make offset payments in 2003-0.1. 

The May Revision also proposes to restore $40.15 million in subventions to local 
~ ~ v ~ ~ ~ ~ ~ ~ ~ §  for property tax losses incurred by enrotlin a ~ f l ~ u i t ~ ~ a l  land in Wil- 
!iamson Act contracts. The Governor‘s Budget had proposed to eliminate these 
subventions commencing in 2003-54. 



June 2003. The State's cash position will not allow %hat p a ~ e n t ,  wi?hout addi~ional 
~ o ~ r o ~ n ~ .  

in early spring, there were already ind~cation~ that the State might not have sufficient 
s h  to fund all criCical p r o ~ r a ~ s  for upcoming 

proved the e s ~ a ~ l i ~ h m e n t  of th 
ller, a first step to prepare for t 

nths. On F e b r u a ~  27,2003, 

), On April 29,2003 the Con 
lo issue $11 billion of 

ight of the current cas 
CQntrOlkr'3 reque& Qn 1,  2003. 

General Fund cash and internal ~o r rowa~ le  r e~ou~ces  will be fully e ~ a u s t e d  by mid 
to late June as a result of various events, inc~uding the rejection by the ~egisiature 
of $2.2 biliion of current year r e ~ u ~ ~ ~ n ~  an 
  on^^ Tobacco ~ecuR~ization bond sale. ~ u ~ h ~ ~ o ~ e ,  ?evenues have deterjorated 

resulted in the need for the State to again issue 
cash flow r e ~ u i r e ~ e n t ~  for June and 
11 billion of RAWS will be ~ h a u s t e d  during the summer. Therefore, a 

tion of the $2.0 bii~~on 

y over $300 mi~lion in the current year. The com~~oation of these factors has 
, in the amount of $11 ~ i~ ;on ,  
rly summer months. However, 

timely budget is stiil critical For the State to issue RANs to finance the normal cash 
flow needs for the ? e ~ ~ a i n i n ~  months of 2003-04. 

in the Governor's Budget, the Ad~ in~ t r a t i on  proposed to take advantage of 
bie interest rates by ~ u r s u i n ~  le~islation to authorize the sale of pension 
tian bonds to fund the Skate's General Fund ~ ~ n ~ ~ ~ u ~ i a n  to both the Calif~~nia 

Pubk  ~ ~ ~ l o y ~ e ~ '  ~ e t i r e ~ ~ n ?  System ( ~ a ~ ~ ~ ~ ~ )  and the State Teachers' ~et i remen~ 
system (STRS), which were estimated to ro:al$1,510 mi~lion in ~ 0 0 3 - 0 ~ .  The 
, ~ d m ~ n ~ s t r ~ t ~ o n  was also exploring a fixed-rate b o r r o ~ n ~  of $1,510 million from 
either, or both, s y s t ~ ~ ~  as an ai terna~i~e to the pension objigation bonds. 

Since the Governor's Budget was released in ~ a n u a ~ ,  the Ad~~nistrat ion has 
refined its proposal. The ~ d ~ ~ ~ i ~ r a t i o n  is no longer r e e o m m e ~ d ~ n ~  that pension 
~~~~~~~~~n bonds be used to pay ~ o n t r i ~ u t i o n ~  to STRS, and the A d m i ~ ~ r a ~ o n  



DITU 

net benefit to the General Fund of $371 million from using  ensi ion ~ ~ l i ~ a t i o n  bonds 
in the budget year. 

issuance of this debt i n s ~ ~ u m e n ~  is contin~ent on court validation of its 1 

deficit is now estimated at $10.7 billion. 

ision accepts the proposal to finance this deficit over ~ i ~ ~ ~ ~ p l e  years on 
owing three conditions: 

The deficit must be financed with a new i ~ d ~ p e ~ d e n ~  revenue source. 

The Legislature must pass the Budget on time 

ture must continue its work on the structural deficit after the passage 

The deficit financing proposal requires the sale of $10.7 billion in bonds :hat would 
he financed by a temporary one-half cent sales tax dedicated for the purpose of the 
r e p a ~ ~ e n ~  of the bonds. The revenues from the one-half cent sales 1. 
deposited in a newly created s ial fund. These new revenues are n 
be i n ~ l u ~ e ~  in the ~ r o ~ o s i ~ i # ~  ~ ~ l c u l a ~ ~ o n ,  as new r e v ~ f l ~ ~ ~  that 
to a special fund are excluded from General Fund revenues for purposes of that 
ca l~u la~ ia r~ ,  similar to the r e a l ~ g n ~ e n t  revenues. The debt service for these bonds 
would be subject to annual aF~ropF~~t ion  by the ~ e ~ i ~ ~ a ~ ~ e .  



either ~ e ~ ~ ~ n ~ ~ l e  or i ~ ~ r ~ ~ e n t  d e ~ e ~ d ~ ~ ~  upon the State*$ p e ~ a ~ ~ n c ~  over a 
range of factors. 

One e ~ ~ ~ o n  measure af a State’s debt position is the ratio of its ~~~e~ Fund 
debt to its ~ e R ~ r a ~  Fund  eve^^^, LR Ja 

to a revision in the payment schedule for t 
rninal innease in annual  revenue^ over the 

Year ~evenues Debt Service 1 Kevenues Debt ~ e ~ i c e  
illionsj ~ ~ ~ i c ~  % 1 ($in Miliion~) Service 

~ 

69,153 
$71,152 
$75.651 
$80*174 
~ ~ ~ , 0 0 4  
~ 9 ~ , 0 3 3  

202,035 
109,223 
115,832 

~ g ~ , ~ a 6  

__I_ 

2,621.1 
$3,952.6 
$4,533.7 
$5.0732 

$6,231 .l 

~6,179.0 

379% j 
556% ~ 

6 33% ~ 

599% ~ 

6.37% 1 
5 68% 1 
5.33% j 

~ 9 5 , 5 ~ ~  
$102.4 12 
$109.518 
$116,190 

$2,50~.5 
,177.7 
,709.0 
,179.3 
,695.9 
,132.2 

$6,972.0 
6.332.3 
6,030.4 

$6,005.0 

3.53% 
5 . ~ 6 %  
6.21% 
6.45% 
6.59% 

5.52% 
5.27% 

Principles Followed 

I .  Debt sowice iatms inclade long term debt sewke costa as a ~ e r ~ e n t a ~ @  of General Fund reve~~es, 

2. Shorl-!em cash Row bni iowi~g (RANs. RAWS) is not included in debt sewice ratio numbers, 

3.  Debt sewice ratios do not include debt funded by legally dedicated special funds (tobacco ~ a ~ ~ t i ~ ~ ~ i Q n  

because kt is no! a long-term debt obligation. 

bonds and deeiicit f i~anc i~g  bonds secured by B ded i~ ted  new revenue source). 
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7,074 

18 
1,918 

43 
28 
311 

__ 

~ ~ ~ i s i a t i v ~ ,  Judicial, Executive 
State and ~onsume~  Servicrts 
Business. T ~ a n ~ p o ~ a t i o ~  8 Housing 
TeChnology, Trade, and Comme~~w 
Resoursxs 
~ n v i ~ ~ ~ ~ ~ n ~ ~ l  ~ r ~ ~ e c t i a n  
Health and Human Services 

Youth and Adult C ~ ~ e ~ a n ~ l  

Lahor and W o ~ f o r ~ e  O~veiapmen~ 
General Government 

3 
$2,484 

208 
46 

1,119 
174 

23,456 
5,833 

29,548 
9,543 

177 

480 

4,288 
I 

3,313 
7,687 

_" 

- 
1,160 

2 
$2,428 

439 
426 
25 

922 

1GO 
21,124 
5,729 

29,080 
8,837 

90 
4,988 1,233 

$ 7 0 , ~ ~ 6  ?~,433 
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